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In this concluding paper I shall try to weigh the importance of 
the new legislation and to suggest some of its possible consequences. 
The topics which I shall consider are (1) the exemption of labor 
combinations, (2) the limitations put upon the use of holding com- 
panies, (3) the prohibition of interlocking directorates, (4) the con- 
demnation of certain trade practices, (5) the power of the Federal 
Trade Commission over unfair methods of competition, and (6) the 
general powers and functions of the Commission. 


The sixth section of the Clayton act, exempting labor combina- 
tions from the condemnation of the anti-trust laws, is as follows: 

The labor of a human being is not a commodity or article of commerce. 
Nothing contained in the anti-trust laws shall be construed to forbid the 
existence and operation of labor, agricultural, or horticultural organizations, 
instituted for the purposes of mutual help, and not having capital stock or 
conducted for profit, or to forbid or restrain individual members of such organi- 
zations from iawfully carrying out the legitimate objects thereof; nor shall 
such organizations, or the members thereof, be held or construed to be illegal 
combinations or conspiracies in restraint of trade, under the anti-trust laws. 

The interpretation of this section may seem to be somewhat 
complicated by the inclusion of “agricultural or horticultural 
organizations.”’ This is to be attributed, of course, to the desire 
of the labor leaders to secure for this section the support of 
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the senators and representatives from agricultural states. Agricul- 
tural organizations themselves were not actively engaged in lob- 
bying for the enactment of these provisions. Most agricultural 
co-operative associations are conducted for profit and so are not spe- 
cifically exempted by this section. Few, if any, of these, however, 
fall under the condemnation of the anti-trust laws. Agreements 
to maintain prices or to restrict output are not common among 
agriculturists. Attempts to come to such agreements, such as have 
been made by cotton- and tobacco-growers, have always been 
ineffective. I do not think that the exemption of agricultural 
organizations has any real importance, and there is no reason to 
suppose that it was intended to have importance. 

The labor leaders who were active in the campaign for exemption 
professed to be satisfied with the section as it stands. But the 
opposition to it would undoubtedly have been firmer than it was 
if there had not been a belief on the part of many that it effected 
no substantial change in the existing status of labor organizations 
under the Sherman act. When the essential features of the present 
section were first decided upon, President Wilson stated in an inter- 
view that it did not exempt labor organizations from the operation 
of the Sherman law. Similar statements were frequently made in 
the congressional debates and as frequently challenged. For a 
final settlement of the question we must wait, of course, for court 
decisions, but some points seem even now to stand out rather 
clearly. 

The declaration, ‘‘The labor of a human being is not a com- 
modity or article of commerce,” is little more than an empty 
blague, and the permission given to individual members of labor 
organizations to “lawfully carry out the legitimate objects thereof” 
is at once harmless and unavailing. If there is any effectiveness 
in the section it is in the clause, “‘nor shall such organizations, or 
the members thereof, be held or construed to be illegal combinations 
or conspiracies in restraint of trade, under the anti-trust laws.” 


t The suits brought against labor unions under the Sherman act have not charged 
them with monopolizing “labor.” It is an amusing circumstance that the first appeal 
to the protection of this clause should have been made by an employers’ combination— 
the so-called ‘‘ baseball trust.” 
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Now no action has ever been brought for the dissolution of a labor 
union under the Sherman act. But Mr. Gompers, testifying before 
the House Committee on the Judiciary, said that labor combina- 
tions exist only by the tolerance of the Attorney-General. If Mr. 
Gompers’ interpretation of the Sherman act is correct, if that 
statute condemns unions merely because they are combinations for 
collective bargaining, then it must be admitted that their specific 
exemption in this section is a matter of some importance. But 
there are reasons for thinking Mr. Gompers mistaken. 

In the first place, there is enough difference between the sort of 
“monopoly” which a labor union seeks to establish and such 
monopolistic industrial combinations as are clearly condemned by 
the Sherman act to make it uncertain whether the courts would 
put them in the same category. One is in principle an inclusive, 
the other an exclusive, monopoly. It is true that railroad mergers, 
such as were condemned in the Northern Securities and Union 
Pacific cases, are in some respects “‘inclusive’’ combinations. But 
the St. Louis Terminal Railroad case is a more instructive prece- 
dent.t. The railroad in question has a virtual monopoly of terminal 
facilities in St. Louis. A suit for dissolution was brought against it 
under the Sherman act. The Supreme Court did not grant a dis- 
solution order, but merely directed the company so to reconstruct 
its organization as to provide that new companies might participate 
in its ownership and be given the advantages of its services on equal 
terms with the railroads then in control of it. The parallel is not 
perfect, for the Terminal Railroad of St. Louis is a natural monop- 
oly. But the case suggests that if similar suits had been brought 
against labor combinations the outcome might have been that the 
court would merely have insisted that admission to union member- 
ship must be granted to all applicants on fair terms. 

In the second place, it is doubtful even whether the courts 
would have deemed themselves authorized by the Sherman act to 
interfere in any degree either with the conditions of admission to 
union membership or with the ordinary trade agreements which 
unions attempt to enforce. For agreements among working-men 
to fix wages or hours or conditions of employment have only an 


* 224 US. 383. 
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indirect and incidental effect upon interstate trade or commerce, 
while the courts have consistently held that the Sherman act 
covers only agreements which have a direct and primary effect 
upon such trade or commerce. 

In the third place, there is a yet more important consideration 
which I have pointed out in the first paper of this series.. The 
Sherman act has been brought to bear upon working-men, not 
because labor unions are in themselves labor monopolies, and as 
such are in restraint of competition, but merely because strikes and 
boycotts have the effect of interfering in some degree with the free 
flow of goods from one state to another. This is, of course, what 
the labor interests wanted changed. It is not clear, however, that 
this section alters the law in this respect. I cannot imagine that 
the courts will hold that the provision that neither labor organiza- 
tions nor their members shall be “held or construed to be combina- 
tions or conspiracies in restraint of trade” covers cases of this kind. 
If it does, a doubt as to the constitutionality of the section at once 
arises. It is true that the Supreme Court has recently held that 
a Missouri anti-trust statute is not in violation of the federal Con- 
stitution, despite the fact that the statute specifically exempts 
labor combinations. But with respect to the matter in hand the 
question would be whether an exemption of such interference with 
the “free flow of commerce” as comes from the activities of labor 
combinations would not amount to a denial of “due process of 
law” to the members of such other combinations as are condemned 
for similarly interfering with commerce.’ It is not a question of 
the legality of the restraint of competition among working-men. 
The question is whether labor combinations may restrain interstate 
commerce in goods while such restraint is not permitted to other 
combinations. It may be that the whole line of cases in which 
restraint of the free movement of goods from one state to another 
has been condemned is based upon a twisted interpretation of the 
meaning of the Sherman act. But until that statute is so amended 
as to apply merely to restraint of competition as distinguished from 


* Journal of Political Economy, XXIII (March, 1915), 210-13. 
2 International Harvester Co. v. Missouri, 234 U.S. 199. 
3 Cf. L. P. McGehee, Due Process of Law, pp. 60-64. 
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interference with commerce there seems little chance that the 
exemption section of the Clayton act can alter in any important 
degree the present position of labor unions under the Sherman act. 

There is, however, another provision in the Clayton act which 
may give labor combinations virtual immunity from the operations 
of the Sherman act. This section (the twentieth) prohibits the 
granting of injunctions by federal courts in labor disputes “unless 
necessary to prevent irreparable injury to property or to a property 
right,”’ and specifies that such injunctions shall not prohibit strik- 
ing, picketing, or boycotting. This in itself does not prohibit civil 
suits for damages or criminal prosecutions under the Sherman act. 
Probably it does not prohibit the granting of injunctions on the 
petition of the government, for the general provisions of the section 
apply only to cases ‘‘ between employers and employees.” But, so 
far as the delimitation of the scope of the Sherman act is concerned, 
such considerations as these become unimportant in view of the 
fact that the section concludes with the sweeping statement, ‘nor 
shall any of the acts specified in this paragraph be considered or 
held to be violations of any law of the United States.”’ This is the 
real exemption section. Its constitutionality is a matter about 
which there is some doubt, but its unconstitutionality is by no means 
assured. If the courts sustain it, labor unions will have been 
effectively freed from the restraints of the Sherman act." 

The wisdom of the general policy of definitely legalizing strikes 
and boycotts is a matter which falls outside the province of the 
present discussion. That as one aspect of this legalization strikes 
and boycotts can no longer be reached by the Sherman act is, so far 
as it goes, a fortunate result. But, as I have already tried to show, 
it would have been better to give consistency and unity of meaning 
to the Sherman act by making it definitely a statute against 
monopolizing. “Interference with the movement of commerce,” 
whether on the part of labor unions or others, is a thing apart from 
the controlling purpose of the statute. It is a pity that this desir- 
able restriction in the scope of the statute should have been brought 

‘It will still be possible for the courts to restrain interference with interstate 
commerce by invoking general federal powers, as was done in the Debs case (158 U.S. 


564). But this is not likely to be done except where the interference with commerce 
is of such a character or magnitude as to be a matter of general public concern. 
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about only indirectly and partially, and by means of the legalization 
of certain specific things which had been held to interfere with the 
movement of commerce. If “restraint of commerce,” as a thing 
distinct from “restraint of trade” or “monopolizing,” had been 
stricken out of the list of ofienses condemned by the Sherman act, 
all of the restriction in the scope of the act which labor interests 
could have desired would have been accomplished without the 
appearance of unfair discrimination in their favor, without the sus- 
picion of unconstitutionality, and, it may be added, without pre- 
venting the courts from restraining any direct physical interference 
with the actual movement of commerce. 


The Clayton act prohibits the acquisition by one corporation of 
any part of the capital stock of another corporation where the effect 
may be “to substantially lessen competition”? between such cor- 
porations, to “restrain commerce,” or ‘‘to tend to create a monop- 
oly.” This provision is useless, although in individual cases it may 
prove to be mischievous. Ever since the Northern Securities 
decision, in 1904, it has been clear that the organization of holding 
companies for the purpose of eliminating competition or the acquisi- 
tion by one corporation of stock in other corporations with the same 
end in view is illegal under the Sherman act. The new statute adds 
nothing to the existing law except that it prohibits such acquisitions 
of stock in every case .» which the effect may be to lessen competi- 
tion between the corporations directly concerned, even though 
general competitive conditions may continue to exist in the industry 
in which such corporations are engaged. Since the new law does 
- not represent an attempt to get rid of the holding company as a 
general form of business organization, the absolute condemnation 
of the use of this device to effect the union of two or more compet- 
ing enterprises is illogical. This is a new and, as it seems to me, 


unwarranted departure from the general principles of the common 
law in regard to “‘reasonable restraints of trade.” Very likely little 
use will be made of this provision. But there is a chance that it 
may interfere with business arrangements which would be in no 
respect at variance with the general spirit and purpose of the anti- 


trust legislation. 
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Aside from the suppression of competition there are a host of 
evils connected with intercorporate stockholding which are not 
touched by the new law. The unfair treatment of minority stock- 
holders, the general confusion in the adjustment of stockholders’ 
and bondholders’ equities, the opportunities for various fraudulent 
practices, and the artificial concentration of financial power, are 
some of these evils. Frequently these things are found at their 
worst in the relations between railroad companies and their sub- 
sidiaries, and here the Clayton act specifically permits intercorporate 
stockholdings. But such matters are outside the proper field of 
“anti-trust”’ legislation. Holding companies will be necessary so 
long as states refuse to give certain necessary rights, such as that 
of holding real property or of constructing a railroad, to corporations 
not of their own making. Their adequate regulation must wait 
upon the enaction of a federal incorporation law. 


The provisions relating to interlocking directorates reach a 
larger variety of offenses than those relating to holding companies. 
In fact, at this point the Clayton act must be regarded as supple- 
mentary to the Federal Reserve and Interstate Commerce acts as 
well as to the Sherman act. 

The provisions relating to banks apply only to banks and trust 
companies “operating under the laws of the United States,” or, in 
other words, to federal reserve banks and their member banks. No 
such bank or trust company can have a director who is a private 
banker or a director of a state bank or trust company with aggre- 
gate liabilities, in the form of capital, surplus, undivided profits, 
and deposits, amounting to more than $5,000,000. Nor can any 
bank in the federal system with aggregate liabilities of the kind 
specified of more than $5,000,000 have officers, directors, or em- 
ployees who hold similar positions in any other bank in the federal 
system. Finally, banks in the federal system, large or small, 
located in cities of more than 200,000 population may not have 
directors, officers, or employees who are private bankers in the same 
city or who hold positions in other local banks." 


* Exceptions are made in the following cases: (1) Mutual savings banks having 
no capital stock are not affected. (2) There may be interlocking directors or officials 
in the case of two (but not more) banks if all the stock of one is owned by stockholders 
of the other. (3) Class A directors of federal reserve banks (elected banker directors) 
may be officers or directors of member banks. 
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These new provisions were not enacted, it is safe to say, because 
of any real belief that there is a tendency to monopoly in the supply 
of ordinary commercial loans and discounts. The thing attacked 
was undoubtedly the alleged concentration of control over such 
banking resources as are utilized in aiding the larger financial opera- 
tions of great corporations. That such control exists is not to be 
doubted, and it cannot be held that it has always been wisely used. 
But interlocking directorates among banks have in general little to 
do with this situation, and where they are related to it they are at 
most a symptom, a convenient mode of effecting co-operation, 
rather than a basic factor. A general governmental supervision of 
bankers’ syndicates would be more effective than this prohibition 
of interlocking directorates. 

A very common arrangement which will be affected by the new 
restrictions is the interlocking of the directors of two or more banks 
in the same city which afford different sorts of banking facilities and 
are hence complementary rather than competitive. Such alliances 
between national banks and trust companies are common. The 
directors who are on the boards of both banks are usually profes- 
sional bankers or men who have substantial blocks of stock in each 
bank. There is much to be said for such alliances, and it is hard 
to see what is to be gained by putting difficulties in their way. But 
to discuss the probable effect of these provisions upon the general 
banking situation in any adequate fashion would lead us far afield. 

Another provision affects common carriers and corporations or 
firms having dealings with them in securities or supplies or con- 
tracting with them for construction or maintenance. If any director 
of the carrier, or its president, manager, or agent in the transac- 
tion, is a director, manager, or agent of the other concern or has a 
‘substantial interest in it,” such dealings may not amount to more 
than $50,000 in any one year except as the result of competitive 
bidding under the supervision of the Interstate Commerce Com- 
mission. It is strange that so important a provision as this should 
be limited in its application to cases where officers or directors of 
the carrier are directly interested in the other corporation or firm. 
There is no obvious reason why all large transactions of the kind on 
the part of common carriers should not be subject to competitive 
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bidding. In its present form the provision leaves the door open for 
various methods of evasion, although its general effect probably 
will be wholesome. 

The most important change it may be expected to bring about 
is in the marketing of railroad securities. The presence of influen- 
tial bankers on the directorates of American railroads has un- 
doubtedly often helped the railroads to place their securities and 
to secure credit on advantageous terms. But on the other hand 
the banker-directors have often been able to secure substantial 
shares of the gains arising from various maneuvers in the field of 
railroad capitalization, and it is possible that, as a class, they have 
been more than adequately paid for their services. At any rate, 
it is highly undesirable that railroads should be managed with an 
eye to the security market rather than to traffic and earnings. In 
this particular, at least, the net effect of the new regulation should 
be good. So also should be the effect of the provision which makes 
the abuse of trust on the part of officers or directors of common 
carriers a felony under the jurisdiction of the federal courts. 

All of the foregoing provisions relating to interlocking directo- 
rates primarily affect banks or common carriers. But it is further 
provided that no person may be a director of two or more indus- 
trial corporations engaged in interstate commerce if one of them 
has aggregate proprietorship liabilities‘ amounting to more than 
$1,000,000 and if they are, ‘‘ by virtue of their business and location 
of operation, competitors, so that the elimination of competition by 
agreement between them would constitute a violation of any of the 
provisions of any of the anti-trust laws.” This is another carelessly 
worded provision. Except for the provision of the Clayton act 
itself, which, by similarly careless wording, prohibits one corporation 
from acquiring the stock of any competing corporation, there is 
nothing in the anti-trust laws which forbids the elimination of com- 
petition between two or more competitors unless either a monopoly 
results or the agreement is part of a general scheme to create a 
monopoly. And so far as this new section applies to situations 


The statute reads, “capital, surplus, and undivided profits” —a form borrowed 
from the ordinary bank statement, but inaccurate and confusing when applied to 
industrial corporations. 
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where interlocking directorates might, in fact, be a means of effect- 
ively suppressing competition, it adds nothing to the Sherman act. 
Combinations effected with a view to monopoly, whatever the 
mechanism used as the means of combination, are unquestionably 
illegal under present interpretations of the Sherman act. If nar- 
rowly interpreted the new provision may prevent a large stock- 
holder in two shoe factories, for example, from being a director of 
more than one of them. Aside from its possible interference with 
harmless arrangements of this sort, it seems to be useless." 

The partial prohibition of interlocking directorates, like the 
similar prohibition of intercorporate stockholdings, is patchwork 
legislation. Among the various methods by which harmonious 
adjustments in corporation policies, for good or for evil, have been 
secured, these two (often found together) have in recent years 
become conspicuous. But so far as the suppression of competition 
is the thing at which the new legislation is aimed, it seems illogical 
to single out these devices for condemnation and leave such things 
as intercorporate leases and intercorporate sales of property in fee 
untouched. And, as we have seen, the use of these and other 
devices for the purpose of monopolizing is already prohibited by the 
Sherman act. Some confusion between the relation of these devices 
to admitted evils in corporation finance and their bearing upon the 
trust situation may have been a factor in determining the attitude 
of Congress. American corporation law needs thoroughgoing 


t The provisions for the enforcement of the foregoing sections of the Clayton act 
are as follows: Violations of the section requiring competitive bidding under specified 
conditions are punishable by a fine of not over $25,000 imposed upon the offending 
carrier, while in addition responsible officials and directors are punishable by a fine of 
not more than $5,000, or by a year’s maximum imprisonment, or both. Prosecutions 
are by the Attorney-General upon the information of the Interstate Commerce Com- 
mission. The enforcement of the other provisions relating to interlocking directorates 
as well as those relating to holding companies is by means of orders of the Interstate 
Commerce Commission, the Federal Reserve Board, or the Federal Trade Commission, 
according as the offending corporation is a common carrier, a bank, or an industrial 
or trading corporation. Orders are issued only after hearings. To secure compliance 
with its orders the Commission or Board is to apply to the circuit court of appeals, to 
which appeals may also be taken by the party against whom the order of the Com- 
mission is directed. In either case the findings of the Commission, “if supported by 
evidence,” are final as to the facts. Appeal to the Supreme Court can be taken only 
upon certiorari. 
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revision, and the general status of the holding company and the 
qualifications of directors are among the things most in need of 
mending. But into this field of the internal relations of the corpora- 
tion the new legislation does not go. And, so far as the provisions 
we have been discussing are concerned, its contribution to the 
arsenal of weapons against the suppression of competition is small. 


The trade practices condemned by the Clayton act are (1) dis- 
crimination in the prices charged to different purchasers, and 
(2) tying contracts and factors’ agreements. The prohibition of 
price discrimination leaves room for reducing prices on account of 
the quantity sold or a lower ‘‘cost of selling or transportation,” 
and for ‘‘discrimination in price in the same or different communi- 
ties made in good faith to meet competition.” This last exception 
promises to create difficulties. The prohibition of price discrimina- 
tions is undoubtedly aimed particularly at the practice of local 
price-cutting on the part of large combinations for the purpose of 
crushing local competition. It will be hard to draw the line between 
price-cutting to ‘‘meet competition” and price-cutting to suppress 
competition. And yet the exception is necessary. Without it 
those manufacturers and jobbers who can get their products to a 
given market with minimum transportation and selling costs would 
have an undue advantage in that market over their competitors.” 
The tendency would be to hamper competition rather than to foster 
it. The control of price discriminations in competitive trade is at 
once more difficult and more dangerous than in the field of the 
natural monopolies. 

The prohibition of tying contracts and factors’ agreements 
covers leases and sales of goods (patented or unpatented) made with 
the understanding that the lessee or purchaser shall not use or deal 
in the goods of a competitor of the lessor or seller, as well as special 
discounts or rebates made upon such conditions. But both this 

? This would in turn lead to attempts on the part of railroads to readjust their 
rates so as to remove the handicaps put upon their own shippers. Given a system of 
railroad rates based upon transportation costs, the rigid prohibition of all price dis- 

criminations would in the long run be economically advantageous. But with railroad 


rates based on “charging what the traffic will bear” the economy of such regulation 
would be small. And it would be disastrous to introduce it suddenly. 
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prohibition and that of price discriminations apply only to cases 
where the effect of the prohibited arrangement may be to “sub- 
stantially lessen competition or tend to create a monopoly in any 
line of commerce.” In fact, these sections prohibit nothing that 
is not already condemned by the Sherman act." And although the 
new provisions are to be enforced through orders of the Federal 
Trade Commission, issued after hearings, the Commission has to 
apply to the courts for decrees making its orders effective.2 The 
general question of what sorts of arrangements may be held to lessen 
competition or to tend to create monopoly will be determined by 
the courts. But with the establishment of working precedents it 
may be expected that the Commission’s proceedings will be promp- 
ter, simpler, and possibly more efficacious in other respects than the 
judicial proceedings under the Sherman act. In some cases, more- 
over, it may be possible to put a stop to attempts to suppress com- 
petition before a sufficient degree of monopoly has been achieved 
to make it feasible to invoke the Sherman act. Nevertheless, I 
do not believe the net effect will be notably different from what it 
would have been if the Sherman act had remained the only statute 
reaching these practices. 

There has been a substantial body of well-informed opinion to 
the effect that the prohibition of specific unfair practices, especially 
the local price-cut and the factors’ agreement, would be an effective 
supplement to the Sherman act. But this body of opinion took 
shape before the Supreme Court had indicated, as it did first in the 
Standard Oil case, that it would consider the use of such devices as 
prima facie evidence of an intent to violate the law against monopo- 
lizing, and before it had begun to include injunctions against the 
continuance of such practices in its decrees. Much of this opinion, 
moreover, took the form of a belief that a statute making these 
unfair practices criminal would prove more efficacious than the 
criminal provisions of the Sherman act. But the Clayton act does 
not attach criminal penalties to the violation of its prohibition of 


Except possibly, tying contracts relating to the use of supplies or other auxilia- 
ries in connection with a patented article. 

2 The procedure for enforcement is the same as in the case of the provisions relating 
to holding companies and interlocking directorates. 
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these practices. In short, it adds nothing to the substantive law 
on the matter. It merely provides a new procedure, and this may 
prove to have some advantages. 


This brings us to a provision which may come to be of far- 
reaching importance. The Federal Trade Commission act em- 
powers the Commission to issue orders restraining individuals, 
firms, and corporations (except banks and common carriers) from 
using ‘‘ unfair methods of competition in commerce.” These orders 
are to be issued only after hearings, and are enforceable only 
through decrees of circuit courts of appeals, and are subject to 
appeal in precisely the same manner as the orders issued under the 
various provisions of the Clayton act. Since local price discrimi- 
nations, tying contracts, and factors’ agreements, when they tend 
to suppress competition, are unquestionably ‘‘unfair methods of 
competition in commerce,” the Trade Commission act overlaps the 
Clayton act to this extent, and makes the special prohibition of 
these particular practices quite unnecessary. 

But unfair competition includes other things as well. The use 
of bogus competitive companies, espionage of competitors’ busi- 
nesses, coercion in various forms, blacklists and whitelists, the 
securing of railroad rebates and kindred favors—these and other 
practices have been used in the suppression of competition and have 
been held to be evidence of monopolistic intent in cases brought 
under the Sherman act.’ So far as such methods are used in con- 
nection with an endeavor to establish monopoly, they are illegal 
under that statute. Or, more accurately, they are held to be part and 
parcel of a scheme, an effort, or an achieved result, which, taken as 
a whole, is itself illegal. Where such practices are found to have 
been used in this illegal way their continuance is often enjoined in 
the courts’ decrees. 

So far as this general aspect of unfair competition is concerned, 
the Trade Commission act, like the Clayton act, adds nothing to 
the older statute except a new form of procedure. There is the 


* For a good account of the various forms of unfair competition which have figured 
in such cases see William S. Stevens, “‘ Unfair Competition,” Political Science Quarterly, 
XXIX (June, September, 1914), 282, 460. 
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difference, however, that it makes specific practices illegal,' while 
the Sherman act condemns the general purpose of the combination 
which utilizes such practices. This difference is probably not of 
much practical consequence. In passing upon the validity of 
orders of the Commission against unfair practices, in cases where 
the element of monopolizing is present, the courts will of necessity 
fall back upon precedents established in cases under the Sherman 
law. There is of course a possibility that there may come to be 
some broadening of the notion of what constitutes unfair competi- 
tion as a phase of monopolizing, but, on the other hand, not all of 
the practices now reached by the Sherman act can be made to 
appear as unfair methods of competition when isolated and de- 
tached from the general business schemes of which they are parts.’ 
If in some cases the new procedure will make it possible to reach the 
monopolizing process in its early stages, much will have been 
gained. But it is not to be expected that all monopolistic combina- 
tions can be dealt with effectively in this way. There will still be 
a field for the Sherman act. 

The prohibition of unfair methods of competition in commerce 
is not, however, limited to cases in which the use of such methods 
may tend to establish a monopoly. In this respect the Trade Com- 
mission act differs from the Clayton act. The Trade Commission 
is virtually empowered to establish, through such of its orders as 
commend themselves to the courts, definite standards of fair com- 
petition for all business undertakings engaged in interstate and 


* They are made illegal, but not criminal, for no penalties are provided. 


2In the “naval stores case” (Nash v. United States, 229 U.S. 373), in which an 
indictment for a conspiracy to monopolize trade by means of various unfair practices 
was sustained by the Supreme Court, the defense maintained that the individual acts 
contemplated were not in themselves illegal. Justice Holmes, delivering the opinion 
of the court, said: ‘‘As to the suggestion that the matters alleged to have been con- 
templated would not have constituted an offense if they had been done, it is enough to 
say that some of them conceivably might have been adequate to accomplish the result, 
and that the intent alleged would convert what on their face might be no more than 
ordinary acts of competition or the small dishonesties of trade into a conspiracy of 
wider scope, as has been explained more than once. Of course this fact calls for 
conscience and circumspection in prosecuting officers, lest the unfounded charge of a 
wider purpose than the acts necessarily import convert what at most would be small 
local offenses into crimes under the statutes of the United States.” 
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foreign commerce. This may easily prove to be the most important 
innovation in the new legislation. The full significance of this 
provision does not seem to have been brought out in the debates in 
Congress, where most of the emphasis appears to have been put upon 
its bearing on the trust problem. In the debates ‘‘ unfair compe- 
tition’? was more than once identified with “restraint of trade.” 
But this definition of unfair competition cannot be squared with 
what precedents there are for the interpretation of the two phrases, 
although undoubtedly the two overlap to some extent. 

In a large sense, of course, every general statute regulating the 
conditions under which business is carried on helps to fix a level for 
competition. It has always been recognized that labor laws, pure- 
food laws, and laws providing for public supervision of weights and 
measures, although primarily for the benefit of employees or con- 
sumers, have also an important effect in weakening the power of 
unscrupulous competitors. Furthermore, the whole body of law 
affecting the relations between business men and those with whom 
they have dealings goes far to establish the rules under which com- 
petition must be conducted. But the law of unfair competition, 
taken in a narrower sense, bears directly upon the relations between 
business men as competitors; that is, upon the methods and prac- 
tices used to gain trade. It establishes the lines beyond which one 
cannot go in the attempt to divert trade from one’s competitors. 
Lacking statutory definition,’ it comprises a variety of things found 
in different branches of the law. Combinations or conspiracies to 
injure or destroy a competitor’s trade by the use of methods that 
would in themselves be legal, save for the fact of the combination 
or conspiracy, are, for example, to be put under this general head. 
And the employment of ordinary forms of competition by a com- 
bination or even by an individual may be held to be illegal if 
inspired by the malicious purpose of injuring a particular under- 
taking and if not designed to promote the legitimate interests of 

The “unfair competition” statutes found in a number of the states relate only 
to price discriminations. They are in general similar to the provisions of the Clayton 
act bearing upon the same matter, except that the state laws apply to all price dis- 
criminations made with the intent to injure a competitor, even where there is no 
purpose to establish a monopoly. These statutes are reprinted in Laws on Trusts and 
Monopolies, compiled by Nathan B. Williams for the use of the House Judiciary Com- 
mittee (Washington, 1914). 
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the persons employing such methods.' These common-law doc- 
trines have a wider application than that suppression of competi- 
tion or “‘monopolizing” which is condemned by the Sherman act, 
for they do not involve the necessity of showing an intent to 
monopolize. Not the prevention of monopoly, but the protection 
of the individual business undertaking, is their controlling purpose. 
The kind of competition which they condemn need not have for 
its objective the establishment of monopoly; it is sufficient if its 
direct and primary purpose is to injure or destroy. 

Then there is the very different sort of competition which is 
condemned, not because of its general purpose, but because of the 
methods which it employs. Inducing a competitor’s customers to 
break their contracts with him is a case in point.* But more 
important are such things as libelous statements and fraudulent mis- 
representations. By far the largest number of cases in the general 
field of the law of unfair competition have to do with fraud, and 
more especially with methods calculated to enable the offender to 
trade upon the established good will of a competitive undertaking. 
The use of trade-marks, brands, firm names, packages of a particular 
form or appearance, etc., for the purpose of misleading the con- 
sumer in respect to the identity of the firm or the origin of the goods 
is the most common offense of this sort. 

I have made this cursory and incomplete review of the general 
meaning of ‘unfair methods of competition” merely to suggest the 
extent to which the Trade Commission act seems to pass beyond 
what has been the accustomed province of anti-trust legislation. 
But it is none the worse on that account. Aside from the additional 
protection which the Commission’s power in these matters will give 
to the rights of business men and of consumers, anything that will 


* For a general review of the law on these points see Bruce Wyman, The Control 
of the Market, chaps. ii, iii, v. See also E. S. Rogers, “‘Predatory Price Cutting as Un- 
fair Trade,” Harvard Law Review, XXVII (December, 1913), 139. 


2 Wyman, chap. iii. 

3 For an excellent popular account of these matters see E. S. Rogers, Good Will, 
Trade Marks, and Unfair Trading (Chicago, 1914). Mr. Rogers has discussed the 
same subject in a series of papers. See Illinois Law Review, III (April, 1909), 551; 
Michigan Law Review, VIII (June, 1910), 613; LX (November, 1910), 29; XI (March, 
1913), 358. 
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raise the general level of competitive standards must be welcomed 
by those who believe in the retention of competition as a funda- 
mental economic institution. Moreover, it is to be expected that 
the fact that the statute’s condemnation of unfair competition is 
not made to depend on a proved purpose to create a monopoly will 
make it a more effective weapon against monopoly itself in its early 
stages. In this way it may prove a valuable supplement to the 
Sherman act." 

It should not be imagined that the Commission will be able to 
create offhand a general code of definitions of unfair practices, or 
that it can make substantial additions to the existing law on the 
subject. Its orders are subject to review by the courts on all 
matters of law, and the courts will, of course, define ‘unfair 
methods of competition”’ in the light of existing judicial precedents. 
The law will grow, as other laws grow, only as individual cases with 
new characteristics are brought under it. But as to the wisdom of 
the general policy it embodies there can be, I imagine, no difference 
of opinion.” 


The duties of the new Federal Trade Commission are not 
limited to issuing orders against the use of unfair methods of com- 
petition. Composed of five members holding office for seven 


* While only a few countries have taken a position as definitely opposed to indus- 
trial combination as has the United States in the Sherman act, a number of countries 
have preceded us in adopting statutory declarations against unfair competition. A 
thing very commonly prohibited is the factors’ agreement in its various forms. See, 
for example, the statutes of Australia, New Zealand, and Canada, reprinted in 
Williams’ Laws on Trusts and Monopolies. The recent comprehensive statutes of 
Germany (1909) and Denmark (1912) relating to unfair competition are reprinted in 
Hearings before the House Committee on the Judiciary, 63d Congress, 2d session, 
on Trust Legislation, pp. 1491, 1495. The most interesting departure in both 
statutes is the careful limitation and regulation of price-cutting “‘sales.”” An account 
of the operation of the German law is given in a British consular report (Cd. 6006-2). 
For a fuller analysis see A. Pinner, Geselz gegen den unlauteren Wettbewerb (Berlin, 
1910). The latest account of the general status of the law of unfair competition in 
continental Europe is Charles Chenevard’s Traité de la concurrence déloyale (2 vols., 
Geneva and Paris, 1914). 

?It is possible that either the Commission or the courts will refuse to give so 
broad a meaning as I have suggested to the phrase “unfair methods of competition.” 
But it can hardly be expected that it will not be held to cover much more than the 
types of unfair competition which have figured in cases under the Sherman act. 
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years and receiving salaries of $10,000 each, it falls heir to the 
corps of employees and the unfinished tasks of the Bureau of Cor- 
porations. 

That Bureau, established by Act of Congress in 1903 in the 
Department of Commerce and Labor, was authorized “under the 
direction and control of the Secretary of Commerce and Labor” to 
investigate the transactions of any corporation or combination 
engaged in interstate commerce, with the exception of common 
carriers. Its powers in the way of compelling testimony and the 
production of books and papers were identical with those of the 
Interstate Commerce Commission. It was also authorized to 
gather and publish “useful information” concerning corporations 
engaged in interstate commerce. The primary purpose of its special 
investigations of particular corporations and combinations, as stated 
in the statute creating it, was “to gather such information and data 
as will enable the President of the United States to make recom- 
mendations to Congress for legislation for the regulation of 
commerce,” and the President might decide what part of its 
information should be made public. Established at the behest 
of President Roosevelt, it was to be an arm of the executive 
rather than of the legislative or judicial branch of the govern- 
ment. In addition to performing the duties with which it was 
legally charged, it has co-operated with the Department of Justice 
in various ways, and some of its investigations have been under- 
taken at the special authorization of Congress. 

The new Commission is not a bureau of any department, but 
has an independent status, like that of the Interstate Commerce 
Commission. Some of its work, however, is as a virtual auxiliary 
of the Department of Justice. At the request of the Attorney- 
General it is to investigate any corporation alleged to be violating 
the anti-trust laws, and to make recommendations for the readjust- 
ment of its business. This is a wise provision for informal adjust- 
ments like those which are so important a part of the work of the 
Interstate Commerce Commission. In suits in equity brought 
under the anti-trust acts the Commission may be asked by the 
court to prepare an appropriate form of decree, which is, of course, 
subject to rejection or change by the court. The importance of 
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this provision is in its bearing upon the outcome of dissolution pro- 
ceedings under the Sherman act. Since the American Tobacco case, 
it has been recognized that the drafting of a wise plan of reorganiza- 
tion for an offending combination may be an exceedingly difficult 
matter, requiring not only care and judgment, but also a large 
amount of technical information about the general conditions of 
the industry affected. Furthermore, the Commission is authorized 
to make investigations of the manner in which decrees in suits under 
the anti-trust acts are carried out. This provision should add much 
to the efficiency of the operation of the Sherman act. 

Like the former Bureau of Corporations, the Commission may 
investigate and report upon the affairs of industrial and trading 
corporations engaged in interstate commerce, and it may be asked 
by the President or either House of Congress to report upon any 
alleged violation of the anti-trust acts. It has the further power 
to require annual or special reports from interstate corporations in 
such form and relating to such matters as it may prescribe. The 
information it obtains may be made public at its own discretion, 
“except trade secrets and names of customers.’”’ One effect of this 
provision, it may be hoped, will be to give students of corporation 
problems a very much more adequate body of authentic and appo- 
site information than they have yet had. If the power to require 
the use of uniform accounting systems is later given to the Com- 
mission, the value of this information will be distinctly enhanced. 
The Commission’s powers to secure the testimony of witnesses and 
the production of books and papers seem entirely adequate, and 
are similar to those of the Interstate Commerce Commission. 


It is both difficult and hazardous to pass a general judgment 
upon legislation which comprises so many different provisions and 
which reaches into fields so new as do these two statutes. But 
unless the foregoing analysis is altogether mistaken the two cannot 
be joined for either praise or condemnation. The anti-trust sec- 
tions of the Clayton act, in the opinion of the present writer, are 
bungling and generally futile. There is a chance that, at the worst, 
they may make enough trouble to delay the enaction of the badly 
needed federal statute dealing thoroughly and systematically with 
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the promotion, organization, and management of corporations 
engaged in interstate commerce. At best, so far as I can see, they 
will be ineffective. The Federal Trade Commission act is a statute 
of a very different type. It introduces a method of dealing with 
the admitted evils of unfair competition modeled upon what has 
proved a successful method of dealing with railroad discriminations. 
The new machinery it furnishes for the enforcement of the Sherman 
act is of a kind which experience has shown to be needed. It makes 
a beginning, at least, in providing for adequate federal statistics of 
industrial corporations. I see no reason why it should not prove a 
highly serviceable addition to the nation’s industrial code. 
Atityn A. YOUNG 


CoRNELL UNIVERSITY 














STANDARDS OF SICKNESS INSURANCE. III 


In the preceding chapter of this series all the necessary benefits 
of a comprehensive sickness-insurance system were discussed with 
some detail. Since insurance in the final analysis is but a mechan- 
ism of distribution, and not of itself productive, the income side of 
the ledger must at least balance with the expenditures. Yet 
nothing at all was said of the source of revenues out of which all 
these benefits were to be paid, and the services rendered. The plan, 
as developed until now, may invite the criticism that it is thor- 
oughly utopian. Granted that all the benefits and services are 
desirable, so are a great many things. But are they also possible ? 
Can the beneficiaries pay for all ? 

The technical defense to this criticism can easily be made. 
In all computations of insurance rates, the value of the benefits 
must be first ascertained. The computation for life-insurance 
premiums proceeds upon the assumption of a definite amount of 
insurance and the present value of this insurance payable at some 
unknown distant date, with due consideration to the effects of 
compound interest and mortality. It was therefore the logical 
procedure first to agree as to necessary benefits, before the discus- 
sion should turn to the question of cost. Nothing was included 
in those benefits which did not appear absolutely necessary for 
the health and efficiency of the present and future generations of 
wage-workers. 

Nevertheless it must be admitted that the list of included bene- 
fits is comprehensive, and without making at this time any definite 
statements as to the probable cost, it appears more than likely that, 
taking these benefits together, it is higher than the wage-workers 
as a class can pay for. That supposition is strengthened by the 
fact that only a small proportion of the wage-workers have volun- 
tarily provided themselves and their families with sickness insur- 
ance, and that those who have organized into mutual associations 
for that purpose seldom receive more than a small part of all the 
benefits included as necessary here. The dilemma can be met in 
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one way only: a considerable part of the cost must be shifted upon 
some other social group. Compulsory sickness insurance to be 
successful must be subsidized. If this term is objectionable, we 
may say that in view of the social importance of sickness insurance, 
society must be required to contribute to its cost. 

In the matter of distribution of the cost there are found perhaps 
the most important differences between the various types of insur- 
ance here studied. Under the purely voluntary system almost the 
entire cost falls upon the insured workmen themselves. The word 
“almost”’ is used advisedly. Establishment funds (frequently 
known as aid or benefit societies) are a common form of voluntary 
sickness insurance. Few of them exist without any contributions 
from the employer, whether regulated by the very constitution of 
the funds, or in form of voluntary, charitable gifts. In those 
countries where voluntary insurance through mutual-aid societies 
has achieved a substantial degree of development (as, for instance, 
in France or Italy), honorary membership (limited to contribu- 
tions without right to benefits) serves the same purpose. In 
France, there are nearly 500,000 honorary members in addition 
to the 3,000,000 participating members of approved mutual-aid 
societies, and the contributions of the honorary members constitute 
about 12 per cent of the total income. 

Subsidized voluntary insurance introduces the element of a 
governmental subsidy, whether from the central or local govern- 
ment. In Denmark the state contributes one-fifth of the total 
annual dues, and in addition a per capita subsidy of 2 Kronen 
(53.6 cents) per member. As shown by the statistical data, these 
two grants together amount to about one-third of the total revenue 
of the sickness-insurance funds. The narrow limits of the benefits 
granted by the Danish system, seem to indicate that a higher 
subsidy might improve the social results materially. 

All compulsory sickness-insurance systems (with the single 
exception of Roumania) carry, with the compulsion of the employees 
to insure, also the compulsion of the employers to contribute to the 
cost, though the amount of the employers’ contribution is subject 
to variation. In Germany, as is well known, the employer con- 
tributes a sum equal to one-half of the employee’s contribution, 
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or one-third of the total. The same is true of Austria, Russia, and 
some other countries. In the insurance systems of Hungary and 
Servia, employer and employee contribute equal amounts. 

One of the important deviations of the British system from the 
German is the compulsory contribution from the public treasury, 
in addition to that of the employer. This is sometimes referred 
to as a distinctive feature added by Great Britain to the theory 
and practice of social insurance, but the claim is erroneous, not 
only because of the time-honored precedent of a state contribution 
in the voluntary system of Denmark, but also because of the inclu- 
sion of contributions both from the state and from the communal 
treasury in Norway’s compulsory sickness-insurance law of 1909. 
(The proportions in Norway are: insured, 60 per cent, employer, 
10, commune, 10, state, 20.) 

The respective shares in the British law are so well known that 
it seems scarcely necessary to quote them: the insured pays 4d. 
(females, 3d.) per week, the employer 3d., and the state, in a some- 
what indirect way, 2d. In proportion to each other, the respective 
shares, in case of the male insured, are: employee, 44.5 per cent; 
employer, 33.3 per cent; the state, 22.2 per cent; in case of the 
female insured the proportions are 37.5 per cent, 37.5 per cent, 
and 25 per cent. There are numerous modifying conditions, some 
of which will be referred to presently. 

The propriety of substantial contributions from both the 
employer and the state is therefore supported by the whole history 
of the European experience. This results from the very philosophy 
of the social-insurance movement. But it is quite certain that the 
effort to establish in this country either sort of contribution will 
call forth a variety of objections and protests: from the employers, 
who must resent the specific tax upon their industry, and from the 
taxpayers at large, who regard it as a new and uncalled-for burden. 

In the struggle for the introduction of sickness insurance the demand 
for such contributions must be based upon specific arguments. 

Employer’s contribution—Why should the employers contrib- 
ute? We may give a sevenfold answer to that question. 

1. The employer’s contribution is but a fiscal method of char- 
ging the industry (in the final incidence partly the product and 
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partly profits) with a part of the cost of insurance. Such charge 
is just, largely because it is needed in order to keep the benefits 
up to the necessary standards. 

2. It is just, because the industry is responsible for a large share 
of the illness existing among the wage-workers. In a great many 
branches of industry partial responsibility for the disease is quite 
obvious. Even outside of such clear cases, the marked fluctuation 
of the sickness rate in dependence upon the industry is a strong 
indication of such causal connection. Since the justice of this 
argument is admitted in application to industrial accidents, it 
cannot logically be denied, at least within certain limits, in the case 
of illness. 

3. The employer’s contribution may be defended from the point 
of view of the probable, or even almost certain reaction upon the 
employer’s profits, because of the obvious material gain to industry 
from improvement of health conditions which must result from an 
efficient system of sickness insurance. 

4. In most European countries, a further justification may be 
found in the fact that the burden of care of industrial accidents 
for a certain limited period (e.g., 4 weeks in Austria, 10 in Hungary, 
13 in Germany) is assumed by the sickness-insurance system. 
This argument must be used with caution because at best it explains 
only a smaller part of the employer’s contribution. In Germany, 
for instance, only from 8 to ro per cent of the expenditures of the 
sickness funds is required to meet this cost, while the employer’s 
contribution equals 33.3 per cent. The proportion must be still 
smaller in Austria, where care is given by the sickness funds to 
cases of accidents for 4 weeks only, and in Hungary where the 
employer’s contribution is 50 per cent, and accidents are cared for 
to weeks. 

5. The employer’s contribution may be justified as a modifica- 
tion of the minimum-wage principle. In calculations of the 
required minimum wage, some allowance must be (and usually is) 
made for expenses connected with an average amount of illness. 
Evidently such provision can be much more efficiently made 
through the mechanism of compulsory insurance. It is true that 
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as yet minimum-wage legislation in this country applies to women 
and children only, but whatever the constitutional difficulties, the 
principle is equally applicable to underpaid adult male workers as 
well. Wage-workers with an earning capacity considerably above 
the minimum naturally do not claim the protection of the minimum- 
wage legislation. This raises an interesting problem which will 
be discussed presently. 

6. The compensation movement which has swept the country 
offers an additional argument for such a contribution. It was 
argued from the very beginning that by placing upon industry 
a direct financial responsibility for the occurrence of industrial 
accidents, a strong factor for prevention would be created. Though 
the history of compensation in this country is brief, the expectation 
has been fully realized. The ‘Safety First’”’ movement is largely 
due to agitation in favor of compensation; progressive private 
employers vie with insurance-carriers of all types in developing 
the work of accident prevention. As to the results of this work 
statistical evidence is as yet lacking. But to doubt that such results 
must manifest themselves sooner or later, would be to admit that 
the alarming accident frequency of this country is inevitable and 
incurable—a conclusion no safety engineer would for a moment 
countenance. 

7. Finally, the compulsory contribution is only an extension, 
over all employers, of an obligation which an increasing proportion 
of the progressive employers are recognizing voluntarily. Without 
such compulsion, society offers a constant premium upon failure 
to provide for the health and safety of the employees. The move- 
ment which has developed under the flag of consumers’ leagues 
stands as a recognition of the necessity of compulsion—which it 
endeavors to apply by means of “direct action” as opposed to the 
“political action’’ of a sickness-insurance law. 

State contribution The arguments in favor of a substantial 
contribution from public sources (whether the entire state or the 
individual commune) are even stronger. 

1. The responsibility of the organized state for a considerable 
share of preventable sickness through failure to enforce or provide 
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satisfactory conditions of public hygiene is even clearer than that 
of any industry, because of the potential control over general sanita- 
tion, housing, industrial activity, and education. 

2. Society has a direct interest and concern in improving the 
health conditions of the wage-worker and in assisting him to resist 
the attacks of illness, because the health conditions of all classes 
of the population must improve or deteriorate together. The 
justice of the siate contributing to the care and support of the sick 
through hospitals, sanatoria, medical inspection, visiting-nurse 
service, etc., is so well recognized that it does not seem necessary 
to press this argument further. But these services are open to all 
classes of the population, while sickness insurance may seem to 
create a special class favoritism. The answer to this objection, 
however, is that while, theoretically, hospital service, etc., is 
intended for the entire population, in actual practice it is utilized 
largely by the same groups which would be brought under compul- 
sory insurance, and that insurance contemplates the payment for 
these services out of the fund, whereas heretofore they were fur- 
nished gratis. The state’s contribution to the cost of sickness 
insurance is therefore a more effective way of performing a service, 
the necessity for which has already been recognized. 

Workman’s contribution.—Having justified the contribution of 
the employer and the state, there still remains the question: 
Should the workman contribute? The question would seem to be 
quite preposterous. As we are dealing with an insurance system, 
the payment of the premium by the insured would seem to require 
no justification. Nevertheless, it is worth while to point out that 
the platform of the Socialist party (with a membership of some 
150,000 and a voting strength of nearly a million and with many 
more sympathizers) demands a system of sickness insurance, as 
well as all other forms of social insurance, without any contribu- 
tion from the workman. Similar demands were often made by 
many radical labor organizations in Europe. As moderate a pair 
of reformers as the Webbs have severely criticized the British 
national insurance system because it introduced a complex and 
cumbersome system of special taxation of the working-men for 
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the purpose of accomplishing something which could be more 
easily done by general taxation. 

After all, precedents in support of this view are not altogether 
lacking. It is sometimes forgotten that one very important 
precedent is furnished by the entire practice of compensation, and 
analogies can easily be found. The whole cost of compensation 
is by common consent levied upon industry. The charge is 
accepted because industry is responsible for the majority of indus- 
trial accidents; but this is true, though not to the same extent, 
of a good deal of sickness among wage-workers. Of course, through 
his own actions entirely outside of the conditions of his employ- 
ment, the wage-worker may bring illness upon himself. But even 
so, no one can deny that a great many industrial accidents may be 
traced to the carelessness of the employee. The difference is after 
all one of degree only. 

Another important precedent is the system of non-contributory 
old-age pensions, accepted by a fairly large number of countries 
(Denmark, Great Britain, France, Austria, New Zealand), which 
entirely disregards the factor of causation and proceeds from con- 
sideration of need only. The same is true of the system of mothers’ 
pensions which has developed recently in this country and to some 
extent in Europe. At least one country (France) has established 
a system of non-contributing maternity insurance. It cannot be 
argued, therefore, that a demand for sickness insurance without 
contributions from the insured is altogether chimerical, impractical, 
revolutionary, and what not. 

There are, however, it seems to the writer, besides the certain 
refusal of the modern employer and modern state to agree to the 
cost of it, some sound considerations for discarding this plan 
which, for the present, remove it from the domain of practical 
politics. 

Sickness insurance deals with temporary disabilities of otherwise 
economically self-supporting individuals. The cost of illness 
constitutes a part of the necessary “standards of life’? which should 
influence the amount of wages. It is not at all necessary to place 
its entire cost upon general taxation which may again be shifted 
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upon the wage-worker. A non-contributory system of sickness 
benefits approaching outdoor poor relief, as do old-age and mothers’ 
pensions, must establish a dead level of minimum benefits and 
does not permit of such extension and adjustment as a system 
of insurance can. Finally, the contribution of the wage-workers 
entitles them to a degree of democratic participation in the admin- 
istration of the funds, such as would be quite impossible under 
a system of gratuitous pensions. The working class has amply 
demonstrated its ability and willingness to develop mutual insur- 
ance. A system of pensions which would destroy these expres- 
sions of mutual aid would be very much less desirable than 
a financial subsidy of such mutual insurance and its compulsory 
extension to wider circles. There are sound social reasons, there- 
fore, in favor of contributory insurance entirely irrespective of 
the objections which employing or taxpaying capital might raise 
against carrying the entire burden. 

Shares of the three parties—The necessity of dividing the cost 
of sickness insurance among the insured workman, his employer, 
and the state (or society at large) may therefore be set down as 
*‘a standard,” or a rule of action supported by certain definite 
considerations. It is somewhat more difficult to be dogmatic 
concerning the exact ratio of division of the total cost among these 
three factors. The usual mode of division in European acts has 
been indicated above. None of these (neither the German divi- 
sion of two-thirds and one-third, nor the Hungarian division into 
two equal parts, and not even the British formula of 4d., 3d., and 
2d.) demonstrates the influence of any logical basis. The ratios 
are on customary rather than logical lines. An equal division of 
the cost suggests itself as the natural, because the easiest, way of 
solving the problem. In the very nature of things, the basis for 
any equitable distribution seems to be lacking. It is only because 
of the necessity of hitting upon a simple and fair rule that an 
equal division of the total cost among the employee, employer, 
and the state is here suggested. 

Lacking a logical foundation, this rule may not deserve to be 
designated as a standard. The actual distribution will in each 
case depend more upon bargaining power and the interaction of 
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political influences than upon any definite economic or actuarial 
reasoning. The representatives of both the employers and em- 
ployees will naturally strive to reduce the burden to be placed upon 
their respective constituents. The one rule which may be justi- 
fied by the more progressive European acts is that the share of 
employer and employee should be equal, as would be the respective 
degrees of participation in the management of funds. Perhaps the 
hardest bargaining may take place in connection with the amount 
of governmental subsidy. Compromises may here be necessary, 
and in this connection do not appear very dangerous. So long as 
the principle of state participation in the cost is carried through, 
time, helped by the demonstration of the social value of the system, 
may be relied upon to make this contribution more liberal, if neces- 
sary. 

Reduced contribution for low-paid labor —The demand for entire 
freedom from participation in the cost, made by the radical wing 
of the labor movement, finds some justification in the fact that for 
a certain proportion of the wage-workers even the smallest contri- 
bution, in view of the low wage-scale, may present a serious hard- 
ship. As the cost of an effective sickness-insurance system must 
be substantial, this argument should not be lightly disposed of. 
Fortunately the British system (many features of which have been 
so peremptorily rejected in this study) presents in this connection 
a very interesting and valuable precedent, in establishing a sliding 
scale, which provides for a higher contribution from the employer, 
for persons of lower groups. 

The actual contributions for the lower-wage group are shown in 
Table I. As percentages of the total these respective contribu- 
tions are as given in Table IT. 

The combined share of the employer and the state, which 
represents the entire subsidy granted by the compulsory system, 
amounts to 55.5 per cent in case of men earning over 2s. 6d. per 
diem (about $3.72 per week), and to 62.5 per cent in case of all 
women earning over 2s. per diem. It rises with the decrease 
of wages below these rather low limits until for all workers earning 
less than 36 cents a day, sickness insurance is furnished without 
any cost to them—or, in other words, the “thoroughly chimerical 
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and revolutionary demand” of Socialist platforms is altogether 
realized in staid and practical Great Britain. 

If it is true that money wages on a whole are about twice as 
high in the United States as in England, the same should apply 


TABLE I 











Wace Group (Per Diem) 





. Over 2s. 6d. (normal) 

. Over 2s. but not over 2s. 6d... . 
. Over 1s. 6d. but not over 2s. ... 
. Not over 1s. 6d 








. Over 2s. 6d. (normal) 

. Over 2s. but not over 2s. 6d.... 
. Over 1s. 6d. but not over 2s... . 
. Not over 1s. 6d. 
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Wage Group (per Diem) 
Employer’s Share State’s Share 





. Over 2s. 6d. (normal) : ? 22.2 
. Over 2s. but not over 2s. 6d... . . 3 22.2 
. Over 1s. 6d. but not over 2s.... , , 33-3 
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. Over 2s. 6d. (normal) 

. Over 2s. but not over 2s. 6d. ... 
. Over rs. 6d. but not over 2s. ... 
. Not over rs. 6d 














to all wage-workers receiving less than $4.32 per week—perhaps 
not a large but still not an altogether negligible proportion of 
female and juvenile workers in the United States. 

The principle established by this provision of the British act is 
an admission of the minimum-wage idea; it amounts to a definite 
policy to penalize industry for paying subnormal wages. At 
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least this is true of the additional contribution exacted from the 
employer. Much less logical and of lesser social value is the method 
of shifting part of the cost upon the state, unless considered as an 
admission of the general concern society must feel in that part of 
the working class which is paid these subnormal wages. But even 
the trace of the old poor-law method of subsidizing low wages, 
which may be discovered, is objectionable. It would be much 
more consistent to charge the employer for the entire difference. 
Some such method of relieving the groups of lower earning 
capacity seems very desirable in American sickness-insurance 
laws. An exact schedule for accomplishing this purpose cannot 
be devised hurriedly, but, simply as a suggestion, the following 
schedule is offered. Leaving the state contribution, whatever it 
may be, undisturbed, the distribution of the cost between the 
employer and employee may be as shown in Table III. 











TABLE III 
Employee’s Share | Employer’s Share 

If weekly earnings are not under $9.............. 50 per cent 50 per cent 
S'S 6 “ under $9 but not under $8. . 40 60 

“ “ “ a «“ $¢* « “ $7.. 30 70 

- « te a“ $ a « wn * 20 80 

« os te a a os te oe 

-. 3 ee sey Sn 190 











Amounts of contribution.—Having laid down certain definite 
rules as to the distribution of the entire contribution, we may con- 
sider what its exact amount shall be. Shall we endeavor to build 
up one uniform scale of contributions, such as only the British 
system, of all systems, possesses? The amount of contributions 
evidently depends upon the benefits and services which must be 
given. Since we have discarded the British system of uniform 
benefits (for reasons already discussed at sufficient length), it 
necessarily follows that uniform contributions for a varied scale 
of benefits would not at all be an equitable arrangement. The 
contributions evidently should bear some relation to wages, since 
benefits do. Yet all vexed problems are not yet solved by this 
decision. Shall the contributions then be stated in terms of a 
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percentage of wages, the same percentage for all wage groups? 
Since only the money benefits are adjusted to wages, but the entire 
medical service is not, actuarial justice would require a percentage 
of wages which is increasingly higher as the wages become lower. 

It is well known that the rate of sickness increases with age. 
Shall rates be adjusted to this difference and rise from year to year, 
as would the cost of term life insurance, if taken out for a 1-year 
term onl:? Or shall it increase from one age group to another, 
by 5- or 10-year groups, as does the cost of term life insurance in 
actual practice? Or shall a level-premium system be adopted, 
familiar to Americans from life-insurance experience, where a uni- 
form premium is guaranteed for the entire period of insurance, but 
varies with the age at which insurance is effected? This is the 
British system, though it does not appear quite readily on the 
surface, because, instead of the contributions increasing, the 
benefits are reduced for all persons entering insurance at an 
advanced age (except during a certain period of grace). 

A still more important factor than age in causation of sickness 
is the industry or occupation. It seems unnecessary here to prove 
this contention. Shall this factor be disregarded, as was done in 
the British act, or taken cognizance of in establishing rates of con- 
tribution? Shall local differences be taken in consideration? It 
is well known that the general rate of sickness may be substantially 
influenced by climatic and general hygienic conditions. How far 
shall these differences be taken into consideration in computing 
rates? And embracing all these particular problems, there is one 
general problem—Shall the law contain any specific regulations 
as to the actual rates to be charged for the insurance furnished ? 

This question must necessarily arise because of the weight of 
the British precedent. A study of the history of the British insur- 
ance system, especially of its preparatory stages, emphasizes the 
prominent part taken by actuaries and their computations. The 
wealth of actuarial tables accompanying the ‘Reports on the 
Administration of the National Insurance Act,” with their com- 
plex mathematical formulae, depresses and discourages the non- 
mathematical student. Not only do the general provisions of the 
act, such as the relation between the contributions exacted and 
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the benefits promised, depend upon these computations, but a great 
many minor features as well, such as those determining the reserve 
values which must be credited to societies for the admission of 
each member over sixteen years, those for calculating the rights of 
insured women at marriage, and so forth. 

It would be unwise to tax the reader with actuarial computa- 
tions at this place. But for the purpose of an intelligent decision 
as to necessary legislation about the rate of contributions, the 
essential actuarial problems underlying the organization of sickness 
insurance must be stated. 

The entire science of life-insurance rates is based essentially 
upon two factors—an assumed table of mortality and the laws of 
compound interest. The conditions of the insurance contract are 
simple. The payment of the premium depends upon survivorship, 
the payment of the death benefit upon death. There are no 
different kinds of losses. There is of course a considerable differ- 
ence between the rates of mortality of different occupations, and 
of different localities, but there is seldom any adjustment of 
premiums to these differences. An insurance company operates 
on a basis of a certain mortality table. Risks are either accepted 
or not accepted. The rates are conservative and safe, because 
the mortality assumed from the table exceeds the mortality which 
may be safely expected. In a mutual company the savings due 
the difference in mortality may be returned to the insured as 
dividends. 

In comparison with life insurance, the problems presented by 
sickness insurance are extremely complex, if it is desired to apply 
the strict rules of actuarial science. This would be necessary 
if voluntary long-term contracts were made. The arrangement 
would not be safe unless there were a true balance between pay- 
ments and the cost of benefit. The difficulties are statistical rather 
than actuarial, i.e., the mathematical rules are available to handle 
the underlying facts, but the information as to the facts is very 
scanty. 

The benefits which must be paid under the system are numerous. 
Data as to frequency of sickness and non-industrial accidents, 
according to the age and occupation, would be necessary; also 
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the distribution of cases of sickness and resulting disability by 
duration of the case, according to both ages and occupation. The 
valuation of the maternity benefit requires data as to frequency 
of childbirth among the women of the wage-working class. The 
funeral benefit, no matter how small, raises all the technical prob- 
lems of life insurance. Finally, the broad plans of medical and 
surgical aid, hospital care, and the supply of drugs and appliances 
raise many questions as to the amount of aid which will be necessary 
and its probable cost. Granted all this necessary information, 
it would be possible to compute a proper rate to be charged at each 
age of entry into insurance. But the plain truth is that for most 
of these problems such information is unavailable and may remain 
unavailable for a long time, and any actuarial computations 
made are likely to be very uncertain. 

It is true that the work of the British National Insurance Com- 
mittee gives the semblance of such accuracy and security. In 
the tables all data are carried out to the third decimal place. 
But as a matter of fact, this accuracy is illusory only. It was 
characteristic of life-insurance actuaries that, while punctilious 
care was taken of all age differences, occupational differences were 
disregarded. Were all the 14,000,000 British insured members of 
one large fund, this disregard of occupational differences might be 
inequitable, but would not disturb the actuarial soundness of the 
scheme. But since the thousands of approved societies are finan- 
cially independent of each other, fluctuations in results between the 
societies must soon develop. In fact, it has already developed (as 
pointed out by the New Statesman") that the fluctuations of sick- 
ness frequency are so great as to promise substantial surpluses in 
some societies, and to threaten deficits and bankruptcy in others. 
While all the government calculations were based upon an actuarial 
estimate of 1 week’s sickness per member per annum, during the 
very first six months of application of the act, 15 selected societies 
with a membership of 187,000 showed together an average sick 
rate of 1.06 weeks; but 7 male societies showed fluctuations in the 
sick rate from 0.68 weeks to 1.3 weeks, societies with mixed 


* December 6, 1913. 
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membership from 0.85 to 1.74 weeks, and female societies from 
0.58 to 3.15 weeks per member per annum. Of course triennial 
valuations, provided for in the law, furnish a means of correction 
by reducing the benefits, but this preservation of the solvency at 
the expense of the quality of service is not a very desirable situa- 
tion. The point of view upon which the technical features of the 
British law are based, that the uniformity of contributions is more 
important than the uniformity and efficiency of the benefits and 
service, is an entirely erroneous one. 

The organization proposed here (as outlined in the first instal- 
ment of this study) easily and automatically eliminates many of 
these problems. While full and ample reserves are necessary for 
a system of insurance based upon voluntary contracts, a compulsory 
system may consciously adopt an assessment system, under which 
the amount of funds to be raised annually by contribution is largely 
determined by the amounts of money to be paid out and expended 
annually. Since the distribution of the membership of any large 
insurance-carriers is not subject to any violent fluctuations, the 
amount necessary is not likely to change very much from year to 
year. The accumulation and investment of large reserves is alto- 
gether unnecessary. Insurance may be divorced from savings. 
When the system is thus simplified the true average cost may be 
ascertained in a comparatively short time. Fluctuations between 
funds may be looked upon with equanimity so long as they fall 
within certain reasonable limits, whether owing to differences in 
climatic conditions or to occupational distribution. It would be 
expected as a matter of course that a sick fund in a mining or quarry- 
ing community would require more money than a large insurance 
fund for clerical employees only. 

The first important deduction to be derived from these observa- 
tions is that it is quite unnecessary to embody any definite rate 
of contribution in the act. This may be safely left to the individual 
insurance-carriers to be established by their by-laws, subject to 
the control of the Commission. This is an important negative 
standard. In the few weak efforts at drafting sickness-insurance 
bills, the error has already been committed of introducing an 
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iron-clad rate of contribution, sometimes based upon very fanciful 
actuarial reasoning. It does not follow therefrom that the law 
may disregard the entire subject of rates of contribution. The 
general rules governing them may well be embodied in the act. 
We are now better prepared to reach definite conclusions in regard 
to the many questions asked above. 

Uniform bases for computing rates.—Shall the contributions be 
at one uniform percentage rate for all wage groups? So far as 
ordinary sickness benefits are concerned, they are determined as 
ratios of wages, so that a uniform percentage rate is actuarily just. 
The cost of medical benefits, hospital care, surgical supplies, and 
even of funeral benefits, does not bear any proportion to wages. 


: , . , cos 
This cost being a constant numerator in the fraction ( ) ty) 
exposure 


which the denominator is variable (because of wage variations), 
this cost per $100.00 of wages will rise, as the wages decline. The 
lower-paid wage groups of workers will derive an advantage over 
the higher-wage groups—a situation which socially is much less 
objectionable than the reverse would be, since thus automatically, 
by establishing a simple rule of uniform percentage rates, we really 
obtain a progressive charge justified by ability to pay. 

Simplicity is a great advantage in these complex acts of social 
legislation, which must be understood at least in their essential 
features in order to be popular. A straight percentage rate has 
the advantage of simplicity, especially so far as the employer is 
concerned, who can easily ascertain the total volume of his pay- 
roll, as he must for the purposes of compensation insurance. More- 
over, not a small advantage is that this total can be easily and 
cheaply audited. So far as the contribution of the employee is 
concerned, the easiest way to collect that is to permit the employer 
to deduct it out of the contents of the pay envelope. Here for 
purposes of simplicity employees may be arranged into definite 
wage groups with a flat contribution for each wage group approxi- 
mating the stated percentage on an average. For instance, let us 
assume that according to the by-laws of the local insurance fund, 
3 per cent of the wages constitute the combined contributions of 
the employer and employee, 1} per cent representing the share of 
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each. This will mean 15 cents a week for the employee earning 
$10.00 per week, and 18 cents for the one earning $12.00. It 
would be manifestly easier to establish a rate of 16 cents for all 
earning $10.00 or more but less than $12.00 per week, than 
to compute the percentage separately for each pay envelope. The 
possible combinations are numerous. The act need not be lum- 
bered up with them. But the rule may well be included that the 
funds may establish such wage groups for purposes of simplifying 
the computations of contributions, even if the mathematical 
accuracy of equal division between employer and employed is 
somewhat disturbed. 

Age and rates of contribution.—The rate of sickness does increase 
with age. But since the ideal of true actuarial reserves has been 
dispensed with, this factor may be entirely disregarded. As 
already explained, the British contributions have been calculated 
at an assumed age of entry of sixteen. Since the introduction 
of the law finds persons at all ages, it was necessary to protect 
the financially independent societies by providing ‘reserve values” 
to compensate for the actuarial loss sustained through a person of 
higher age joining and paying contribution at the rate calculated 
for the age of sixteen. It is not universally recognized that, while 
the state assumes the cost of two-ninths of the benefits, the same 
proportion must be set aside for the purpose of building up the 
necessary reserve; that, therefore, the entire state contribution 
is virtually absorbed into such reserves, that this must go on 
for at least eighteen years, before the original deficit is met, and 
that for many years this state contribution is practically unavail- 
able to the insured. Apologists of the actuarial complexities of 
the British system point to the advantages of building up these 
reserves, which by accumulating a compound interest will even- 
tually save the British workman about 1d. a week, because “7d. 
paid in becomes 8d. paid out,’* but it does seem as if this penny 
was a scant compensation for eighteen years of skimping of benefits, 
which would not have been necessary, if the accumulation of 
reserves were abandoned, and the state contribution made imme- 
diately available. Since the average age contribution of a large 
* Carr, Garnett, and Taylor, National Insurance, p. 99. 
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number of wage-workers will scarcely change from year to year, 
the uniform contribution for all ages will not embarrass the fund, 
and any tendency to misstate the age, or to discriminate against 
the aged, will be eliminated. Lengthening of the school age and 
general postponement of age of entry into industry may have a 
certain effect in the long run, but adjustment to all such long-range 
changes may easily be made when the time arrives. 

Occupation and rates of contribution.—A more important problem 
is the effect of occupations upon the sickness rates. The problem 
has been so thoroughly discussed in connection with compensation 
insurance, that the justice of some adjustment will be immediately 
recognized. There is this important difference, however, that in 
compensation insurance the entire cost is borne by the employer, 
or the industry, and therefore the responsibility for the hazard 
is placed where it belongs; while in sickness insurance an equal 
part of the cost is placed upon the employee who in no sense is 
responsible for the excessive morbidity of his trade. 

A compulsory provision for adjusting rates of contribution to the 
occupational morbidity may therefore call forth considerable 
protest and seem unwise. Ifa local insurance fund, democratically 
managed, is sufficiently imbued with the spirit of equality to estab- 
lish one uniform rate of contribution for all trades, it would not 
seem to be wise to place unsurmountable obstacles in its way. 
On the other hand, such uniformity, if it were to be enforced by the 
law, might lead to some undesirable results. It might stimulate 
the tendency to formation of numerous trade funds among trades 
with lower rates of morbidity, so as to enable them to get all the 
advantages of lower rates of contribution, and thus interfere with 
the development of large and strong local funds, so necessary for 
the efficient administration of the medical benefits. Insurance- 
carriers must therefore be given permission to grade their rates of 
contribution according to rates of morbidity as shown by actual 
experience, such grading to be subject to the control of a central 
administrative body, which is in a position to make the necessary 
statistical and actuarial computations. 

Excessive hazards.—A very potent argument for such grading 
is found in its preventive possibilities. Notwithstanding the short 
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period of compensation, in this country, it has become quite clear 
that the high rate of insurance may prove a powerful fulcrum for 
raising safety conditions. This is undoubtedly true of general 
health conditions as well. For this reason such grading is very 
desirable, especially in so far as it affects the income account of 
the employer. This may hold true of the individual employer 
or establishment even more than of an entire branch of industry. 
Schedule rating on fire insurance is intended to provide an indi- 
vidual motive for the improvement of the risk. For the same 
purpose a very comprehensive system of schedule and experience 
rating’ was introduced in compensation insurance. Schedule 
rating for general health conditions may not be a simple problem, 
though it does not appear at all impossible. But some method 
of penalizing extra unsanitary conditions resulting in excessive 
illness appears very desirable, for the sake of the preventive effect. 

Both the German and British acts contain provisions to that 
effect. According to the new German act, a specially high rate 
may be ordered for an establishment suffering from excessive illness, 
or even an increase of the share paid by the employer. Such 
measures, if permitted by the by-laws of the fund, may be taken 
directly by the executive powers of the fund, subject, of course, 
to an appeal to the supervising insurance authorities. By similar 
provision under the British act, claim for losses sustained through 
excessive illness may be made, not only against employers, in case 
of unsanitary working conditions, but against local authorities, in 
case of bad housing conditions, bad water supply, etc., and detailed 
provisions are outlined as to the proper procedure for ascertaining 
the amount of loss sustained, and recovering such amount. The 
procedure, however, is cumbersome, semi-judicial, and not as 
likely to produce the desired results as the direct administrative 
procedure outlined by the German law. 

It is evident from the entire discussion of the rates that there 
is no one definite economic or social theory underlying them; the 

t Schedule rating is grading of the insurance rate, downward or upward, in con- 
sideration of presence or absence of certain safety devices or conditions, or on the 
reverse, for the absence or presence of hazardous conditions. ‘Experience rating’’ 


is grading of the insurance rate with regard to the actual accident experience of an 
establishment. 
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theory of benefits to be derived, ability to pay, distribution of 
responsibility for the existing amount of illness, are all hopelessly 
mixed together. This is, however, just what is to be expected from 
an institution which, notwithstanding many evidences of human 
ingenuity, represents largely a historical growth. It is worth 
while to refer briefly to a very interesting and coherent basis for 
the proper apportionment of the sickness-insurance rates, which has 
been recently advanced by the well-known actuary and student 
of social insurance, Mr. Miles M. Dawson, in a private discussion 
with the writer." Mr. Dawson finds the governing principle of a 
proper adjustment of the cost of sickness insurance (or perhaps of 
all branches of social insurance) in the social responsibility for the 
amount of illness. Not all of it can be traced to the industry or 
occupation; but a certain proportion can. It is just, argues Mr. 
Dawson, that the wage-worker be expected to pay for that part 
of illness which is normal and independent of occupational influ- 
ences. That part of it, however, which is due to those influences 
should be borne by industry. In this way industry will not only 
bear an arbitrary proportion of the cost, too high in some cases 
and too low in others, but a share proportional to the hazard of 
disease. It may be difficult to apportion in each industry the 
amount of existing illness according to the responsibility, but a 
broad statistical rule may be established. The occupation with 
the lowest sickness rate may be accepted as the normal standard. 
The excess of the actual sickness rate over this normal may, with 
fair justice, be assigned to occupational causes. If, e.g., according 
to the data of the Leipzig sickness fund for 1887-1905, the average 
number of days of sickness per annum for salesmen, clerks, etc., 
from twenty-five to thirty-four years old is 3.68, and for excavators, 
construction workers, etc., rises to 12.03, then the difference of 
8.35 (or 69.4 per cent) is due to occupational influences, and for 
the latter group the employer’s contribution should constitute 
seven-tenths of the cost. 

The principle seems to be sound. Since the average rate of 
sickness for this age group was ascertained to be about 7.79, the 
employer’s share on the average would amount to some 53 per cent, 

t Mr. Dawson’s theory is stated here by his special permission. 
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and the wage-workers’, 47 per cent. If all ages are roughly thrown 
together (the rate for the office employees is 4.92 days per annum, 
and for all trades 9.43), the division again appears to be about 
equal. An equal division of the cost between the employer and 
employee appears essentially just, but not as between one industry 
and another. 

There are of course many practical difficulties in the way. 
What statistics shall be adopted as conclusive? Shall the basis be 
the average rate of an industry in which there may be a number of 
different occupations? The administrative problems of ascer- 
taining the proper distribution may be complex. Nevertheless, 
there is an important element of truth in this suggestion, which 
will bear careful investigation in the future. It is, however, an 
entirely new suggestion, not as yet realized anywhere, and at this 
time it cannot claim its place in the brief list of definite standards. 

Reserve funds.—If the theory of rate-making outlined here is 
adopted, the actual rates in different insurance-carriers will be 
subject to wide fluctuations, under the influence of differences 
climatic, sanitary, occupational, and in age distribution, and they 
will also depend upon the willingness of both employer and employee 
to extend the sphere of service beyond the minimum limits pre- 
scribed in the law. It is intended that the rates therefore be 
experimental, that the method of changing them be simple; under 
proper administrative control the danger of financial embarrass- 
ment and insolvency need not be serious. Further protection may 
be demanded by the law in the nature of a small reserve fund, 
without any intention of making it actuarially accurate and equal 
to amount of accumulated liabilities, for it is not at all necessary 
to increase the burdens of the working-man today, for the purpose 
of relieving him in the distant future through the problematic 
income of compound interest. A working reserve sufficient to offer 
a sense of security against the possible effect of a catastrophe or 
epidemic is all that is required. Such a reserve may be slowly 
built up by requiring a certain percentage of the annual income to 
be set aside until an amount commensurate with the size of the 
fund is accumulated. A reserve equal to the combined expendi- 
tures of two preceding years would appear sufficient. 
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Limitations as to rates.—In view of such latitude to be allowed 
to the funds, perhaps no further reference to the exact amounts of 
the rates need be made in the law. It is significant, however, that 
the German law establishes at least some maximum limits. Four 
and one-half per cent is the normal limit established, and increase 
beyond this limit up to 6 per cent is permitted only for the purpose 
of meeting the minimum benefits. A further increase beyond 
6 per cent can take place only by concurrent decision of both em- 
ployers and employees. A little reflection will show the necessity 
of such limits. Small carriers may have an excessive expense ratio 
or may be subject to violent fluctuations of sickness-insurance 
rates. Exaggerated local pride may prevent necessary consolida- 
tions of funds. The wage-workers are required in Germany to 
carry other burdens of social insurance besides sickness insurance. 
A reasonable limitation in the act will facilitate administrative 
control. 

As a matter of fact, however, only in very few cases do these 
restrictions become necessary, because the actual cost is very much 
below these excessive limits. In communal sickness insurance, 
over one-half of the funds collected only 1} per cent, about one 
fourth from 1} to 2 per cent, and the remaining funds from 2 to 3 
per cent. In local sickness-insurance funds and establishment 
funds, over one-half of the funds collect from 2 to 3 per cent, and 
about one-third from 3 to 4} per cent. The tendency has been 
all along toward a higher rate of contributions because of the 
increase in the cost of medical aid and the development of addi- 
tional voluntary features, but in less than 1 per cent of the funds 
was it necessary to raise the contribution above 43 per cent. With 
the 3 per cent rate the working-man in Germany pays 2 per cent; 
with equitable distribution his share under the system as outlined 
above would not exceed 1 to 1} per cent of his wages—under a 
$10.00 weekly wage, 10 or 15 cents a week; under a $15.00 weekly 
wage, from 15 to 22 cents. 

Estimates as to cost of sickness insurance.—The probable cost 
of the insurance system proposed here cannot be guessed offhand. 
If it were necessary to compute the actual rates for different trades 
and localities in advance, the problem would be still more difficult. 
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But in the face of all these statistical and actuarial difficulties, 
some estimate as to the probable cost, in its relation to the wage- 
earner’s paying capacity, appears quite necessary, lest the program 
outlined appear as altogether extravagant and visionary, and be 
forthwith dismissed as such. With apologies for the crudeness of 
the methods used, an estimate of the cost is here undertaken. 
It will be remembered that the benefits have been divided into 
four large groups: sickness benefits, medical aid in the broadest 
sense, maternity benefits, and funeral benefits. A separate esti- 
mate as to the cost of each will be required. 

An estimate as to sickness benefits is comparatively simple, 
because they depend entirely upon the average sickness rate, 
expressed in number of days per annum. For the entire German 
system, the average has risen in 30 years from less than 6 to more 
than 9. The increase was partly due to the extension of the mini- 
mum period of assistance from 13 to 26 weeks in 1903. The experi- 
ence of 18 years (1888-1905) for the Leipzig fund indicates about 
g days per annum, but within recent years it has risen, being 
10.4 days in 1912 and 11.3 days in 1913. The experience of the 
Manchester Unity indicates (if illness for 26 weeks be included) a 
rate of 0.838 weeks or 5.9 days at the age of twenty; rising with 
age until at fifty-five it amounts to 1.634 weeks or 11.3 days. 
The average for the age group twenty to fifty-five is about 7.4 days. 
This is a male table, subject to some selection and therefore rather 
too favorable for a universal compulsory scheme. An average 
of 10 days or 1.4 weeks therefore seems quite conservative and safe. 
At the rate of 663 per cent of the wages as a benefit, the cost of this 
benefit per annum will represent 0.9338 of one week’s wages or, 
on a basis of 50 weeks’ wages, 1.868 per cent of the annual earnings. 

The system outlined here provides a weekly benefit, akin to the 
sickness benefit, in case of childbirth, to the wage-working woman, 
such benefit to extend for some definite period, say 8-12 weeks. The 
“rate of issue’’ varies with the age of the married woman; with the 
age of the husband; with the duration of the marriage; in this 
country, as in most others, with the number of previous children. 
Disregarding all these refinements, however, it equals, according 
to the data of the British actuaries, about 15 per 100 wives. The 
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weekly sick benefit in each case would be (within the limits of 8-12 
weeks) from 5.36 to 8.04 weeks’ wages. If employed married 
women alone were to bear this cost, it would amount to from 
1.6 per cent to 2.4 per cent.? Since, however, married women 
constitute only about 15 per cent of all the women gainfully 
employed (in manufacturing pursuits only 12 per cent, in trade 
and transportation less than 7 per cent), the cost of this benefit 
if distributed among all women would be only 15 per cent of the 
foregoing amount—only o. 24 per cent to o. 36 per cent of the annual 
earnings. If, as it should be, the cost be distributed among all 
insured, irrespective of sex, on the theory that most workmen 
either are married or expect to be, and that the slight actuarial 
injustice to the confirmed bachelor might easily be justified on 
social grounds as a tax, the cost becomes so small as to be hardly 
worth considering—from 0.048 to 0.072 per cent of the wages. 

The funeral benefit is a flat charge irrespective of wages. It 
might be made a variable amount, proportionate to wages, but it 
scarcely seems necessary to do that simply for purposes of actuarial 
computation. The average mortality rate in this country is about 
16 per 1,000. In absence of better data one may be excused for 
adopting for purposes of this crude computation the standard size 
of a family as 4.6 persons. The average rate of mortality per 
standard family, therefore, is 73.6 per 1,000. In 1900, according 
to the latest data available, there were 17,430,000 persons employed 
in personal service, trade, transportation, and manufactures. Of 
these, 13,520,000 were males, and only 7,455,000 were married men. 
Of the 3,910,000 women employed in the groups of occupations 
enumerated, 510,000 were married, but it is reasonable to assume 
that with comparatively few exceptions their husbands were also 
employed. Thus we have 7,455,000 complete families for 17,430,- 
ooo persons employed, or 42.8 per cent. In addition there were 
516,000 widowers and 554,000 widows, altogether 1,070,000 
widowed families, or 6.1 per cent. For every 1,000 persons gain- 
fully employed we may assume, therefore, 428 standard families, 
with 4.6 persons per family, or 1,969 persons; 61 widowed families, 

10.67X8=5.36; 0.67X12=8.04. 

25.36X .15+50=1.6%; 8.04X.15+50=2.4%. 
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for which we may assume 3.6 persons per family, or 222 persons; 
and 511 persons without conjugal attachments; or a total of 2,702. 
The average mortality for these 2,702 persons will be 43.2, and 
the cost of the funerals will be $50.00X 43 .2=$2,160 or $2.16 per 
insured person. Four cents a week should therefore provide the 
cost of a modest funeral for death in the family. Eight cents will 
furnish double that amount—$100.00. Again to remain ultra 
conservative, let us assume an annual wage of only $500.00. The 
cost of a $50.00 funeral benefit will therefore amount to o. 432 per 
cent of the wages. 

The cost of the comprehensive system of effective medical aid 
is perhaps the most uncertain factor in the computation. We have 
no satisfactory data either as to the amount of skilled medical 
aid required nor as to the cost of such skilled aid at present, and we 
are especially in the dark as to the possible cheapening of the cost 
to be expected from effective organization. Nevertheless, some 
approach to this problem may be permitted. 

The Leipzig sickness-insurance fund has as liberal a system of 
medical and institutional aid as any fund in Germany. On the 
whole, the standards of medical aid as outlined in the preceding 
instalment of this study are not essentially superior to those ob- 
tained in the Leipzig fund. We recognize the possible differences 
in cost per unit of service. Nevertheless, waiving these differences 
for the present, the relation between medical and other benefits is 
worth considering. 

The average cost of insurance per member was M. 41.73, or 
$9.93, per annum. In view of the difference in wages, however, a 
direct comparison is impossible. The maternity benefits probably 
cost a proportionately greater amount because of the large female 
membership (about 33 per cent) and the consequent large number 
of births—s6 per 1,000 of the female membership, or 19 per 1,000 
members. The cost of funerals may appear low because of the 
small funeral benefit (only about $9.25 per case). A comparison 
between medical benefits and sickness benefits may nevertheless 
be made. The proportion of medical aid to sickness benefits is 
M. 17.58 to M. 18.88 or 93.5 per cent. Since the cost of sickness 
insurance has been determined at 1.868 per cent of the wages, the 
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cost of medical aid would amount to 1.746 per cent of the wages. 
However, an important correction must be made in this calculation. 
The German sickness benefit is based upon a 50 per cent scale; we 
have assumed a two-thirds scale of benefits. Had we assumed a 50 
per cent scale, the cost would not be 1.868 per cent, but three- 
fourths of it, or 1.40 per cent, and in proportion to this the medical 
benefit would only be 1.309 per cent. 


TABLE IV 


DISTRIBUTION OF EXPENDITURES OF THE LEIpzIG SICKNESS INSURANCE Funp. 
ANNUAL AVERAGES FOR 1909-13 








Amount Per Cent of Total 
Expenditure 


Expense 
Marks Per Capita* Marks 





Medical aid— 
Treatment by physicians 1,730,254 21. 8.97 
Drugs and supplies 885,138 : 4-59 
Hospital care, etc 774,481 9. 4.02 


Total medical aid 3,389,873 . 17.58 
Sickness benefits to members 2,288,720 17.06 
Sickness benefits to dependents. . . 185,913 .96 
Reimbursements to third party for 

sickness benefits paid 152,958 ‘ -79 


3,627,591 ‘ 18.81 














Maternity benefits 160,606 , .83 
Funeral benefi 174,365 ‘ -go 
Administrative expenses 696,059 : 3.61 


8,048,404 

















* 192,809 members. 


The assumption that in proper proportion to wages medical 
aid would not cost more in America than in Germany may be easily 
criticized. It is intended only as a rough approximation. Of 
course, the experience of thirty years has given Germany an efficient 
organization which results in a low cost per unit of service. But 
on the other hand, the higher basis of American wages permits of 
a much higher rate of compensation per case within the same 
proportion of cost to wages. The average cost of simple medical 
aid per member in Leipzig was about one-half of the combined 
cost of medical aid, drugs, and hospital care. In actual amounts 
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it was some M. g per annum or about $2.15. If the computation 
_ made above be accepted, the cost of simple medical aid in the 
United States would be 0.65 per cent of $500.00 to $600.00, or 
from $3.25 to $4.00. There are thousands of physicians who are 
ready to furnish the necessary medical aid under contract for less 
than that. 
The cost of the sickness-insurance system as a percentage of 
wages, as here computed, appears as follows: 





I I 5 5 sicciccedccascesvveness 1.868 Per Cent 
Maternity benefits ...................... 0.072 
IS ila. cic occa neces cd aSeled ©. 432 
IE sac 24a sods adaunnamddosiode 1.309 

3.681 


At least 10 per cent of this amount must be added for adminis- 
trative expenses, thus bringing the total up to over 4 per cent of 
the wages. In all the computations the intention was to over- 
estimate rather than underestimate. Still it seems very probable 
that the total cost will approximate 4 per cent on an average, and 
in a good many localities or industries will rise even higher. It is 
doubtful whether anywhere it will be below 3 per cent. The 
law might reasonably state the limits between 3 and 5 per cent. 
If a fund should desire to reduce the total contributions below 3 per 
cent, it might well be required to give evidence satisfactory to an 
actuary that it does not face the danger of bankruptcy. On the 
other hand, an increase of the contributions beyond 5 per cent 
would seem to call for careful investigation as to causes. 

The actuarial computation made above may well raise two 
questions: Is it worth while? Is it feasible? The discussion of 
these questions may be somewhat beyond the scope of this chapter, 
but their importance may justify a brief deviation. 

Assuming that most wages fall between $500.00 and $1,000.00 
a year, 4 per cent of that will amount to from $20.00 to $40.00 
per annum. The sum is not inconsiderable. For the twenty-odd 
million wage-workers of the United States, it will represent the 
staggering amount of perhaps $600,000,000.00 per annum. But it 
is not all an additional charge. Noone knows how much the Ameri- 
can working class pays at present for sickness benefits, medical 
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aid, and for funeral insurance together. We do know, however, 
that for the last, and least important aspect of the entire prob- 
lem, funeral insurance, over $200,000,000.00 annually is paid to 
industrial insurance companies. In the investigation made some 
twelve years ago by the United States Bureau of Labor, it was 
ascertained that the expenses for sickness and death (exclusive 
of sickness benefits) amounted to $26.78 per family. If, therefore, 
$30.00 per annum on an average can grant all the benefits which | 
have been outlined in a previous chapter, the answer seems to be 
that it is decidedly worth while. 

But is this scheme feasible? Does it permit of universal 
application? If the cost of insurance, as here computed to vary 
between 3 and 5 per cent, were to be levied in its entirety on the 
wage-workers, it would produce in most working-men’s families 
a disturbance of their economic equilibrium such as would force 
them to look at this comprehensive structure of social legislation 
as a sheer expression of governmental tyranny. A study of the 
available statistical data has led the writer to the conclusion that 
the economic evolution of the last twelve years has resulted in a 
reduction of the real wages in the United States by some 1o per 
cent.t That was a slow process and did not result in anything 
more threatening than grumbling. The opposition to a definite 
slash of several per cent at one stroke would be such that no politi- 
cal party anxious to remain in power would be likely to stand ready 
to face the music. Thus entirely irrespective of any claims to 
justice in apportionment, the distribution of the cost between the 
employer and employee, with a substantial contribution from the 
state, is the only way in which this large program may be realized. 


I. M. RuBInow 
New Yor« City 


t See “Recent Trend of Real Wages,” American Economic Review, December, 
1914, P- 793- 











THE COTTON FUTURES ACT 


The passage, last August, of the United States Cotton Futures 
act, also known as the Smith-Lever law,’ may be viewed as the 
culmination of a prolonged legislative movement covering a period 
of over twenty years, directed against the cotton exchanges of the 
country—particularly the New York Cotton Exchange? The 
law went into full operation on February 18, 1915. Although the 
act is not perfect, it is on the whole more practical and sensible 
than any of the countless number of bills that had been proposed 
in previous years, and when amended, as it undoubtedly will be 
in the near future, the law should prove one of the most beneficial 
legislative acts ever passed by the American Congress. The act 
is designed to regulate the business of trading in contracts for the 
future delivery of cotton. It concerns the distribution and sale 
of our enormous cotton crop, valued at nearly one thousand million 
dollars a year, and indirectly affects the prosperity of many millions 
of people who in one way or another take part in the production of 
cotton, in its exportation to foreign countries, and in its conversion 
into manufactured cotton goods. In brief, the law seeks to place 
the sale and distribution of our cotton crop on an honest basis, to 
eliminate abuses, the existence of which has redounded to the 
benefit of a few, and to standardize the entire cotton business 
generally. 

The title of the law declares it to be “‘an act to tax the privilege 
of dealing on exchanges, boards of trade, and similar places, in 
contracts of sale of cotton for future delivery,’ but a reading of the 
law clearly establishes the fact that the tax, amounting to two 
cents a pound, is imposed only in cases where the business trans- 
acted does not conform to certain requirements specified in the act 
and to the regulations issued thereunder by the Secretary of 


* 38 U.S. Statutes at Large, p. 693. 

2 Organized dealing in cotton futures in the United States is practically limited 
to the New York Cotton Exchange, organized on September 7, 1870, and incorporated 
under the laws of the state of New York in April, 1871; and the New Orleans Cotton 
Exchange, which was formed in January, 1871. 
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Agriculture and the Secretary of the Treasury. In other words, the 
tax is a penal tax, and is applicable only in the event that the 
methods and practices prescribed by the federal government are 
not complied with. A cotton exchange, to exempt its transactions 
from taxation, must revise the by-laws and rules governing its 
methods of doing business by providing among other things, the 
following: 

1. The cotton dealt in and deliverable upon a contract for 
future delivery shall be of or within the grades of the official 
standards promulgated by the Secretary of Agriculture. The 
character of cotton not deliverable is strictly defined, and tender of 
a staple shorter than seven-eighths of an inch is prohibited. 

2. The relative differences in value of the various grades of 
cotton compared with middling, as a basis, must be determined by 
taking the average of quotations for each of the grades obtained 
from certain designated markets, said quotations being based upon 
actual transactions. 

The law also provides that the seller of the cotton shall furnish 
to the buyer a written notice or certificate stating the grade of 
each individual bale he expects to deliver, identifying the same by 
marks and numbers. In case a dispute arises between buyer and 
seller as to the quality or grade of the tendered cotton or the length 
of the staple, either party may refer the question to the Secretary 
of Agriculture for determination. 

Another feature of the law is the imposition of a tax of two cents 
a pound on all cable messages transmitted for the purchase or sale 
of American cotton upon foreign exchanges whose standard grades 
and rules of operation do not conform to the requirements specified 
in the act as applying to exchanges doing business within the United 
States. It is this provision which has called forth most of the 
adverse criticism directed against the new law. The tax is prohibi- 
tive, and has consequently operated as an absolute stop to trans- 
actions on the Liverpool, Havre, and Bremen exchanges on behalf 
of Americans. Should these foreign exchanges readjust their 
affairs to conform to the new law, the sending of messages for the 
execution of orders for the sale of cotton will not be subject to 


the tax. 
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I 


It is not necessary to discuss here the purely academic question 
of the value of commodity exchanges, and their functions. Suffice 
it to say that the New York Cotton Exchange, like all other ex- 
changes, is useful, that operations upon it are for the most part 
of a legitimate speculative character, and that such speculative 
transactions are not gambling.' It is generally recognized that 
the function of speculation is to relieve trade of the risk of fluctuat- 
ing values by providing a class always ready to take or deliver a 
property at the market price, and in so doing to direct commodities 
to the most advantageous uses by fixing for commodities compara- 
tive prices for delivery at different times and places. 

The chief service rendered by the cotton exchange is that of 
providing the necessary machinery for “hedging,” which is availed 
of to a large extent by cotton merchants and spinners. ‘ Hedging” 
is in the nature of insurance or protection against losses occasioned 
by price fluctuations. A cotton merchant in the South makes a 
contract in July to deliver to a New England spinner 10,000 bales 
of cotton in January at 8 cents a pound, a figure representing the 


* Professor H. C. Emery, in his book on Speculation on the Stock and Produce 
Exchanges of the United States, explains the distinction between gambling and specula- 
tion, as follows: ‘Gambling is a transaction in which one party pays over a sum of 
money from his own wealth because of the occurrence of a chance event. Speculation 
is a transaction in which one acquires by purchase the right to a certain property (not 
specifically designated perhaps) and gains (or loses) for himself the difference between 
the value of the property at the time of the sale and its value at the time of pur- 
chase. The difference is a significant one. In gambling one party must lose just 
what the other wins. In speculation this is not necessarily so. A dealer in wheat 
may buy of a farmer and sell to a speculator, and the wheat be sold at a constantly 
rising price through a line of speculators, till bought by a miller for grinding at the 
highest price of all. Neither the dealer nor the miller loses by the transaction, which 
is not speculative on their part, yet each speculator in turn wins. The reason is that 
there has been an actual increase in value. The gains of the speculators result from 
the division among them of this increase... . . How much of such business is desir- 
able, how far it is marked by the same spirit as gambling, are questions not raised at 
this point. We shall not hesitate to speak of some transactions in general terms as of 
a gambling nature, and yet it is well to keep clear this objective and economic dis- 
tinction between gambling and speculation. Both depend on uncertainties; but 
whereas gambling consists in placing money on artificially created risks of some 
fortuitous event, speculation consists in assuming the inevitable economic risks of 
changes in value” (pp. 100, 101). 
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price at which the merchant expects to be able to buy the cotton, 
plus an allowance for his expenses and his profit. To protect 
himself the merchant buys on the exchange a future contract for 
10,000 bales of cotton deliverable in January. If, by the time he 
makes his delivery to the spinner, the price of cotton has advanced 
to ro cents, he loses 2 cents a pound based on the contract price. 
On the other hand, he is reimbursed for the loss by the correspond- 
ing advance to 10 cents in his January future contract. He, there- 
fore, sells out his future contract, at a profit sufficient to offset the 
loss suffered on his transaction in spot cotton. If, on the other 
hand, the price of cotton in the open market declines, it is expected 
that the price of future contracts will likewise go down in sympathy. 
In such a case, the merchant would sell out his future contract at 
a loss, and buy in his actual cotton in the spot market at a cor- 
respondingly lower price than he had calculated. In this way, the 
profit on the spot transaction will counterbalance the loss on the 
future transaction. 

The hedging practice is resorted to by spinners and manufac- 
turers of cotton goods. Suppose a manufacturer makes a contract 
for the sale of his product for future delivery. He buys the actual 
raw cotton as his needs demand, and at the same time to protect 
himself he buys futures on the exchange. If the price of cotton 
goes up before he has filled his order for cotton goods, his loss is 
covered by profits on the futures purchased; and on the other hand, 
if the price of the staple declines, the loss on the futures is covered 
by a saving on the purchase of actual cotton. 

Some banks in this country and in England refuse to lend money 
on cotton which is not hedged. In cases where a bank becomes 
the owner of a lot of cotton, through the default of some borrower, 
the bank while holding the same will invariably instruct its broker 
to cover it with a hedge order. 

Inasmuch as the principle of hedging rests upon the assumption 
that prices for spot middling cotton and of basis middling con- 
tracts for the spot month will move in substantial unison, it is 
important that a normal parity always exist between the two. 
Unless there is such harmony in the movements of the two prices, 
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hedging operations are likely to be an unreliable “protection” 
against losses resulting from fluctuations. 

It is believed that under the new law, with a more just system 
of fixing differences, this parity will be more uniformly maintained. 
If the grade differences are at all times kept at exactly the commer- 
cial differences prevailing in spot markets, the price of basis con- 
tracts for the current or spot month should rule very close to the 
spot price of middling cotton. 


II 


Notwithstanding the fact that the New York Cotton Exchange 
has always occupied a pre-eminent position as a national agency 
for the marketing and distribution of the American cotton crop, 
its by-laws and rules governing transactions have not been fair 
to the various interests which were obliged to do business on the 
exchange and to rely upon its quotations. The principal provisions 
of the contract traded in on the New York Exchange concern, first, 
the grades of cotton which may be delivered, and secondly, the 
adjustment of the differences for the relative values of the several 
grades that are tendered for delivery. In both of these particulars, 
the New York Cotton Exchange contract had been faulty: it 
permitted delivery of cotton that the buyer could not use—which, 
though “merchantable,” was not available for mill requirements; 
and secondly, it sanctioned a method for arriving at the differences 
in the value of the various grades which was arbitrary, uncom- 
mercial, and palpably unfair. The combination of these two 
features of the contract made operations on the New York Exchange 
objectionable and very properly called forth a widespread demand 
for reform. Besides these objections, the standard classification 
used on the New York Exchange was different from that used in 
other markets and though the names of the grades were the same, 
they denoted dissimilar qualities. This lack of uniformity inevi- 
tably resulted in great confusion, and not infrequently cotton 
merchants suffered financial losses, through ignorance or from 
deception. 





47° JOURNAL OF POLITICAL ECONOMY 


The New York Exchange, for over forty years, has adhered 
consistently to the standards fixed by a committee of experts 
appointed at a meeting of the National Cotton Exchange, held in 
Augusta, Georgia, in June, 1874." Liverpool has its own standards 
for American cotton. Up to the time of the adoption of the Cotton 
Futures act, Atlanta had a different set of standards, and so had 
Augusta. Savannah traded on Liverpool grades, using Liverpool 
middling as a basis. Atlanta middling was equal to Liverpool 
good middling. Prior to the universal adoption of the government 
standards, the same grade name was applied to two qualities 
differing in market value by as much as $2.50 a bale. Under this 
condition of affairs it was difficult for the grower to know the 
value of his product on markets other than his own. 

For years prior to the passage of the Cotton Futures act, both 
the New York and the New Orleans exchanges classified cotton into 
a large number of grades—at one time as many as 30—the classi- 
fication being based chiefly on color and the amount of dirt and 
trash contained in the cotton. On the New York Exchange the 
classification of contract cotton is conducted by an inspection 
bureau composed of salaried employees of the Exchange who 
examine the cotton and issue certificates of grade. In New Orleans, 
the classification is left to arbitrators, who determine the relative 
value of the cotton tendered, using middling as a basis. In the 
past, criticism has been directed against the New York classifica- 
tion on the ground that the New York by-laws did not provide for 
the rejection of weak or “‘perished”’ staple cotton, delivery of which 
was excluded by the New Orleans Exchange. It was also repeat- 
edly charged that there had been considerable over-classification 
or over-grading. Inasmuch as the buyer of a contract must accept 
whatever cotton the seller chooses to deliver to him, it is evident 
why spinners found it undesirable and hazardous to buy cotton on 
the exchange: they did not want te place themselves in a position 
where they would be obliged to accept cotton of various grades, 


t John T. Doswell, of New Orleans, was chairman of the committee which com- 
prised fourteen members from cotton-producing centers and four members from other 
cotton exchanges not in the cotton belt. The committee met in New York on August 
31, 1874, and adopted on that date, effective the following October, the grades of 
cotton used by the New York Exchange ever since. 
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including exceptionally low ones, many of which they could not 
possibly utilize in the manufacture of cotton goods. Moreover, 
under the old system, the seller, in giving notice of delivery, did 
not inform the buyer of the grades of cotton he expected to deliver. 

The most serious charge made against the New York Cotton 
Exchange was that of arbitrarily fixing the differences for the rela- 
tive values of the various grades of cotton deliverable on contract. 
Trading is done on the basis of middling, and there have been from 
10 to 15 grades above and below this basic grade. The seller of 
100 bales, according to the by-laws of the Exchange, had the right 
to deliver any and all grades of cotton, and the buyer had no option. 
The prices of the various kinds of cotton within the prescribed 
range of grades was determined by the so-called “‘differences”’ above 
and below, or ‘“‘on” and “off” middling. For the last eighteen 
years the New York Exchange has used the “fixed-difference” 
system, that is, a committee of the Exchange would meet twice 
or three times a year, at stated dates, and arbitrarily decide the 
scale of differences. This body of men, called the Revision Com- 
mittee, was not bound by any rules of procedure, nor was it re- 
stricted to any definite method for arriving at the relative values. 
It had full discretionary power and could avail itself of any or no 
information upon which to base its decision. Until recently the 
committee met only twice a year, in September and in November; 
but a few years ago, a day in the month of February was added as 
a third revision period. For about a year past the revisions have 
been monthly. 

The evil of the system lay in the fact that the fixed differences 
frequently did not represent the actual relative market values of 
the different grades of cotton. Particular spinners require particu- 
lar grades of cotton for their mills, some using the lower grades and 
some requiring the better qualities. The price of any pariicular 
grade is dependent in a measure upon the demand and supply of 
that grade. The supply of the different grades is never uniform 
in volume, the weather being an important factor. During certain 
seasons there is usually a greater supply of the more desirable or 
higher grades and a lesser supply of the lower grades. When the 
supply of either one of these two divisions is excessive, the law of 
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supply and demand is supposed to reflect this, but under the 
fixed-difference system it did not always do so. The result was 
that there was attracted to New York a large quantity of low-grade 
cotton which was stored in warehouses and used as stock for 
delivery in settlement of outstanding contracts. Frequently when 
a spinner received delivery of some of the low-grade cotton which 
did not suit his mill requirements, he found that if he tried to sell 
the cotton in the spot market, he would lose considerable money 
for the actual commercial value was far below that of the fixed 
value arbitrarily established by the Revision Committee months 


in advance. 
Herbert Knox Smith, commissioner of corporations, in his 


report’ on cotton exchanges, says: 

Fixed differences are an attempt substantially to render future transactions 
a “sure thing” for a limited class of speculative experts. The system amounts 
to an attempt absolutely to fix prices—an economic absurdity. The relative 
values of different grades are as much subject to the natural laws of supply 
and demand as the value of middling cotton itself, and it is as unreasonable 
to attempt to fix one by the fiat of a committee as it is the other. 

The result of this attempt is to affect the basis price that is paid for future 
contracts. The law of supply and demand, unable to work directly on these 
fixed differences, works itself out indirectly on the basis price of the contract; 
but this indirect action results in great loss to a vast body of persons who are 
not experts and who do not understand this artificial machinery or its results, 
By compelling operators in futures to consider probable conflicts between the 
two sets of differences, as well as possible variations in the price of middling 
cotton itself, an unnecessary increase in trading risks is introduced. This is 
clearly an evil. The system results in shifting the burden of risk from a limited 
class of experts to a non-speculative class, or to those ignorant of the working 
of the system. A premium is thus put on intelligence applied to artificial 
conditions, which of course is of no service to the public, rather than on intelli- 
gence applied solely to forecasting the actual conditions of supply and demand. 
In the same way, the system tends to shift the burden of risk from sellers upon 
buyers. Clearly a great advantage is given the seller from the fact that he 
can offer on contract any grade he chooses. He should not have both this 
privilege and the privilege of arbitrarily fixed differences, which almost invari- 
ably overvalue certain grades. The result of the combination of the two is to 
give the seller an extremely unfair advantage over the buyer. 

The foregoing criticisms were strikingly illustrated in November, 1906, as 
the result of the failure of the New York Revision Committee to establish 


t Part I, May 4, 1908. 
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correct differences. Owing to abnormal weather conditions, the commercial 
values of the lower grades of cotton fell very sharply from the price of middling. 
The Revision Committee failed to adjust its “fixed” differences to the actual 
situation and established differences for low grades which very heavily over- 
valued them. As a result the future contract price at New York dropped 
abruptly from the price of spot middling, to the tremendous loss of a vast 
number of holders of future contracts for cotton and the profit of the few 
experts who understood and anticipated the effect of the system. Hundreds of 
men also, who had hedged cotton by buying contracts in New York, were 
injured by this striking disturbance in the parity. A number of failures in the 
South were charged to this one cause alone. Oneresult has been to reduce hed- 
ging in New York, as the possibilities of its artificial system were thus disclosed. 

As pointed out above, such a disastrous disturbance in the parity is exactly 
what is brought about by the errors in the fixed differences in New York. 

The reply of certain interests in the New York Exchange is that “a con- 
tract is a contract’’; that men who deal there come of their own will and are 
supposed to understand the game. This position cannot commend itself as 
sound business ethics. Practically, also, it is not true that cotton interests 
are wholly at liberty to stay out of the exchange. As shown above, certain 
interests must have a hedging place. Furthermore, financial connections with 
New York are so close that New York must be that place for many of them. 
Still further, the New York Cotton Exchange practically owes its existence to 
the volume of business made possible by the participation of outside interests. 
Both the duty of a private business mar to his customers and the duty of a 
concern which is to a certain extent a public utility demand fair dealing. 

The injury from such errors in differences as are inevitable under the fixed- 
difference system is not, however, the limit of possible harm under that system. 
There is danger that improper differences may be intentionally established. 

As stated above, differences are fixed in New York by the Revision Com- 
mittee but twice a year. The New York Exchange does not, as does New 
Orleans, provide any standard by which the committee shall act. It is not 
obliged to follow the spot-market quotations, or even any general principle. 
This leaves it an extreme degree of arbitrary power. This committee is 
usually made up of men who are large operators on the exchange, and who are 
constantly interested in the future market. It is within their power so to fix 
these differences as to affect enormously the value of their own future contracts. 
In this same revision of November, 1906, when the differences fixed by the 
committee were radically wrong, several members of this committee have 
admitted that they were at the time heavily interested in future contracts, 
and that they profited by the action of the committee. There is no conclusive 
proof that they intended this. It is sufficient to point out that this fixed- 
difference system, applied thus arbitrarily by a small body of men, furnished 
in this case a condition where (1) these men had the power thus to reap enor- 
mous profits at the expense of others; (2) they admit that they did reap profits; 
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and (3) the motive for doing so was extremely strong. Comment upon this 
situation is hardly necessary 

The present New York system of fixed differences is uneconomic, in defiance 
of natural law, unfair, and, like all other attempts to defy natural law, results 
in such complex and devious effects that the benefit of its transactions accrues 
only to a skilled few. 


r III 

The unfair methods of the New York Cotton Exchange aroused 
dissatisfaction and antagonism on the part of cotton-growers and 
spinners, who sought to remedy conditions by legislative enact- 
ment. The exchange has been the subject of constant attack in 
and out of Congress for a great many years. In political tradition 
it has been as iniquitous as the so-called “Money Trust.” With 
southern statesmen it has been a favorite theme. Nothing appealed 
more to a southern constituency than a promise to annihilate the 
Exchange which “robbed”’ the poor farmers of their cotton. If 
quotations for cotton were low, the New York Exchange was blamed 
for depressing prices and impoverishing the planter; if quotations 
were high, members of the Exchange were accused of trying to 
corner the market." 


1 It is interesting to note that twenty-three years ago, Edward Douglass White, 
then United States senator from Louisiana, and now chief justice of the United States 
Supreme Court, delivered a notable address on the floor of the Senate in opposition 
to a pending bill which provided for the imposition of a license tax on brokers and a 
tax of 5 cents a pound on future sales of “‘raw or unmanufactured cotton, hops, pork, 
lard, or bacon; and the sum of 20 cents per bushel for each and every bushel of any 
of the other articles mentioned in section 3 of this act.’’ In that bill a future contract 
was defined as one made by a person who was not the owner of the articles contracted 
for, to be delivered at a future date. This clause of the bill was limited by exempting 
future contracts made by the government and certain contracts made by farmers and 
others. In the Senate speech on July 21, 1892, Justice White said: ‘I should hesitate 
very much with this knowledge to make any very elaborate discussion as to the consti- 
tutionality of the bill, or as to the wisdom of the legislation which it propounds, if I 
were not profoundly conscious that in my judgment there has been before the American 
Congress for many years no more pernicious, no more vicious, no more flagrantly 
unconstitutional legislation, no legislation more tending to undermine and destroy 
the very foundations of our government, and none more calculated to do untold and 
untellable harm to the people of this great country. The interests which this proposed 
legislation affect are enormous. The products, the price or sale of which the bill 
attempts to regulate, run up into vast proportions 

“There cannot be any question that the contract which the bill strikes at in its 
second section is a lawful contract, that is removed beyond the domain of controversy. 
The question has been before every court in this land. It has been to the Supreme 
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Members of Congress may be divided into three classes in 
respect to cotton futures legislation: first, those who have insisted 
in season and out of season that the New York Cotton Exchange 
should be forced to close its doors and remain closed; secondly, 
those who have advocated intelligent reforms in practice and 
federal supervision within reasonable limits; and, thirdly, a con- 
tingent which took no interest in the subject at all, or was interested 
in it only to the extent that it supplied attractive campaign material. 

Much of the criticism directed against the Exchange was unin- 
telligent and general in character. The loose characterization of 
the members of the Exchange as “gamblers,” and the insistence 
upon an entire abolition of exchanges indicate the trend of opinion 
which was shared by a large part of the public and was translated 
into action in the halls of Congress by the introduction of bills 
prohibiting transactions in contracts for the future delivery of 
cotton. A great many such anti-option bills' were introduced. 
The apparent ignorance on the part of our legislators of the func- 
tions of exchanges and the economic soundness and legitimacy of 
transactions in “futures’’ was astounding and has at various times 
suggested the need of educational work. The agitation against 
exchanges, although principally directed against cotton trading, 
applied in a measure to transactions in wheat and corn. Par- 
enthetically, it may be noted that this agitation was not entirely 
Court of the United States; it has been to the courts of last resort of almost every 
state in this Union, and it has been crystallized in a body of jurisprudence now passed 
beyond question that it is absolutely as lawful for a man to sell for future delivery 
as it is to sell for present delivery; that there is no earthly difference between the two; 
that they are both valid contracts protected by the law, enforced by the courts; pro- 
vided only that either of the parties to the contract has an honest intention to deliver. 

“The purpose, then, of this bill is to strike down contracts which can be validly 
entered into; protected by the judgments of the courts of last resort of all this Union. 
I challenge any senator upon this floor to produce a single modern authority which 
does not recognize that the right to make these contracts under the dominion and 
jurisdiction of the state courts is as absolutely sacred and as well protected by the 
aegis of the state law as his right to hold his home, or any other right that he has 
within the dominion of the state.” 

t The following from H.R. 9676 (December, 1913) is illustrative of bills that have 
been introduced from time to time: ‘‘That any person or persons who buys or sells 
‘cotton futures’ with no intention of having actual cotton delivered shall be deemed 
guilty of keeping and running a gambling-house, and shall be fined not less than 
$5,000 for each conviction.” 
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confined to the United States, but was in evidence in Europe, 
where the German agrarian interests, at a time when they were 
particularly influential, succeeded in having future trading in grain 
stopped for a short period, only to find the great error they had 
committed. 

While this agitation against the Cotton Exchange was going 
on, there appeared a comprehensive report’ on the exchanges, sub- 
mitted by Herbert Knox Smith, commissioner of corporations, in 
response to a resolution? cf the House of Representatives, adopted 
on February 4, 1907. This document went very thoroughly into 
the methods of exchange operations, and in a sober way pointed 
out the evils of the then existing system. The two chief recom- 
mendations for reform made by the Bureau of Corporations— 
namely, the adoption of government standards and the use of a 
commercial difference system for establishing relative values of 
the different grades—are the salient features of the cotton law 
under consideration. 

Following the publication of Commissioner Smith’s report, every 
session of Congress witnessed the introduction of one or more 
measures directed against the Cotton Exchange. These periodic 
anti-option bills, although they caused temporary apprehension 
in cotton circles, never received very serious consideration. The 
most important step in the legislative movement, prior to the 
enactment of the Cotton Futures law, was the so-called Clarke 
amendment to the Underwood-Simmons tariff bill of 1913.3 This 
amendment, described as a “‘rider”’ attached to the tariff bill by the 
Democratic caucus in the Senate, provided for the imposition of a tax 


* Cotton Exchanges, Part I, May 4, 1908; Parts II and III, May 29, 1908; and 
Parts IV and V, December 6, 1909. 

2 The resolution, No. 795, reads as follows: “‘ Resolved, That the Secretary of 
Commerce and Labor, through the Bureau of Corporations, be, and is hereby, requested 
to investigate the causes of the fluctuations in the price of cotton and the difference 
in the market price of the various classes of cotton, and said investigation shall be 
conducted with the particular object of ascertaining whether or not said fluctuations 
in the prices have resulted in whole or in part from the character of contracts and 
deliveries thereon made on the cotton exchanges dealing in futures or is the result 
of any combinations or conspiracy which interferes or hinders commerce among the 
several states and territories or with foreign countries.” 


3 H.R. 3321, 63d Congress, rst session. 
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of one-tenth of one cent per pound on cotton traded in for future 
delivery, the same to be returned to the taxpayer in the event the 
cotton was “‘actually delivered.”” Heavy penalties were imposed 
for violations of the law. The report’ of the Senate Finance Com- 
mittee expressed the opinion that the government would derive 
a revenue of approximately $7,000,000.00 from taxing cotton 
futures. It essayed the estimate that only 10 per cent of the total 
transactions on the exchange represented legitimate ‘‘hedging”’ 
and that the balance of go per cent was purely speculative. 

The Clarke amendment was objected to upon a number of 
grounds: first, that it had no place in a tariff bill; secondly, that, 
if enacted, it would not do away with speculation, but merely 
shift transactions from New York and New Orleans to Liverpool 
and Bremen; thirdly, that it would hurt the cotton-producer more 
than the exchange broker, by diminishing the market for his sup- 
plies; fourthly, that it would practically put all the exchanges 
(distributing centers) out of business; fifthly, that it would add to 
the price of cotton which the consumer would have to pay in the 


* Commenting on the Clarke amendment, the report of the committee says: 
“The tax imposed by the committee is deemed to be sufficiently small to make its 
payment justifiable by those who resort to the exchanges for the purpose of hedging 
and sufficiently large to deter the activities of those who resort to such exchanges for 
the sole purpose of speculation and gambling in the differences of price created from 
time to time by fluctuations frequently artificially produced. 

“The committee believes the subject-matter to be one fit for the imposition of a 
proper tax, not only because of its indirect influence in eliminating a parasite which has 
afflicted the business of dealing in purchases of cotton for future delivery, but because 
it will result in the collection of a considerable sum of revenue from a source which in 
its usual operation produced abnormal profits from a business that is not susceptible 
of just taxation in any other way. The committee is advised that since 1907 no official 
record of the extent of the dealings on the cotton exchanges in contracts for future 
delivery is accessible to the public, but reliable estimates fix these dealings at about 
130,000,000 bales annually in recent years. It seems to be the consensus of opinion 
that about 1o per cent of the contracts of sale and purchase of cotton for future delivery 
is embraced in that branch of the business known as hedging, and that the other 
go per cent thereof is of a speculative or gambling character, where no delivery of 
the product is ever really intended to be made. If the effect of the proposed tax is 
to eliminate all of the latter class of business and to leave intact that part of the 
dealings resorted to for hedging purposes, the revenue derived from this tax should 
amount to about $7,000,000.00 a year, and if its imposition does not have the effect 
of eliminating the gambling or speculative end of the business the revenue derived 
therefrom will be enormously in excess of this amount.” 
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long run; and sixthly, that the revenue derived from the proposed 
tax would be practically negligible. It was also pointed out that 
if Congress passed the Clarke amendment, and American cotton 
exchanges were discontinued, the United States would be left 
without any primary or determining market, all of the forces of 
supply and demand being focused in some foreign market—probably 
Liverpool. Under those circumstances, it was asserted, the great 
majority of American cotton merchants would labor under the 
double disadvantage of neither being able to “hedge”’ nor having a 
primary cotton market for their guidance, in consequence of which 
they would speedily lose the banking credit which enables them to 
make a very large turn-over compared with the fixed capital 
invested.' 

With the exception of the Cotton Futures act as finally adopted, 
and the Clarke amendment to the tariff bill, practically all of the 
previous measures introduced in Congress sought to regulate cotton 
exchanges by restricting the use of the mails, telegraph, and tele- 
phone for the transmission of messages for the sale of cotton for 
future delivery. The constitutional provision empowering Con- 
gress “to establish post-offices and post roads’? was similarly 
invoked in the bills prepared by Samuel Untermyer, counsel to 
the so-called “Money Trust” Committee of the House. The 
constitutionality of using this device has been seriously ques- 
tioned, although the Supreme Court of the United States refused 
to declare invalid the newspaper publicity law,’ requiring news- 

* See pamphlet on The Cost of a Prohibitive Tax on Cotton Future Contracts, by 
Arthur Richmond Marsh, formerly president of the New York Cotton Exchange. 

The prohibition of trading in cotton futures—that is what the Clarke amendment 
virtually amounted to—recalls that just about half a century ago Congress passed an 
act forbidding all sales of gold and foreign exchange on “‘time”’ contracts. That act 
closed up the “Gold Exchange” which was located in William Street, New York City, 
but the results were so serious that nineteen days later Congress repealed the law. 
The law prohibiting trades in “gold futures” was passed on June 17, 1864. It was 
responsible for a big rise in the premium for gold. Quotations for $1.00 in gold were 
at one time $2.20 to $2.90 in greenbacks. Congress repealed the act on July 6, 1864. 
A. Barton Hepburn, in his book on History of Coinage and Currency in the United 
States und the Perennial Contest for Sound Money, says: “This short period (nineteen 
days) sufficed to convince Congress of the futility of attempting to regulate the 
premium upon gold by legislation.” 

* Sec. 8 of Article I. 337 U.S. Statutes at Large, pp. 553, 554. 
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papers and periodicals to print the circulation and the names of 
the owners of publications. Although a great many bills providing 
for postal regulation have been introduced, the newspaper law is 
the only one that has been placed upon the federal statute books. 
In the newspaper case,’ the United States Supreme Court very reso- 
lutely refrained from upholding the plenary power of Congress to 
regulate the use of the mails as it will, and rested its decision upon 
the privilege enjoyed by newspapers of being charged a lower rate 
of postage than other mail. Chief Justice White, in closing the 
opinion, said most significantly: ‘Finally, because there has devel- 
oped no necessity of passing on the question, we do not wish even 
by the remotest implication to be regarded as assenting to the 
broad contentions concerning the existence of arbitrary power 
through the classification of the mails or by way of condition, 
embodied in the proposition of the government which we have 
previously stated.” 

The framers of the Cotton Futures act, realizing the doubtful 
efficacy of postal regulation, sought to accomplish their purpose 
by imposing a prohibitive tax for non-compliance with government 
prescriptions for doing business in cotton. The United States 
Supreme Court, notably in the oleomargarine case,? has upheld 
the constitutionality of an act wherein the federal government’s 
right to impose taxes was used not for the purpose of increasing 
its revenue but for the accomplishment of a certain performance 
on the part of its citizens. 


IV 


In the years following the publication of the report of 
Herbert Knox Smith, while officials in Washington were endeavor- 
ing to bring about the adoption of government standards of grade 
and the substitution of the commercial system for fixing differences 
between grades, the New York Cotton Exchange authorities 
vigorously combated all efforts to coerce it into making changes, 
and each and every bill introduced was fought aggressively by the 
leading members of the Exchange, who made it a practice to appear 


* Lewis Publishing Co. v. Morgan (229 U.S. 288). 
2 McCray v. United States (195 U.S. 27). 
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before the Senate and House committees whenever any hearings 
were scheduled on bills relating to cotton futures. Arguments and 
speeches in defense of the New York Exchange were made, not 
only in Washington, but at all meetings of cotton manufacturers’ 
associations, where an attack upon the New York contract was a 
regular feature of the proceedings. 

Criticism became so common and persistent that after four 
years of fighting (1909-13), the Exchange authorities realized that 
the forces arrayed against them were gaining in power and that 
eventually legislation would be enacted, despite all efforts made to 
prevent it. In other words, rapid developments plainly indicated 
that the Exchange would have to meet the demands of the situation, 
and sooner or later yield to the progressive tendencies of the times 
as manifested by the widespread movement for the regulation of 
business methods and enterprises, fostered with the view of placing 
all business on a more nearly honest and equitable basis. 

This four-year period developed a considerable number of 
““progressives”’ among the membership of the New York Cotton 
Exchange—brokers differing in their opinions from the old reac- 
tionaries, who could not and would not see anything wrong in any 
of the by-laws and rules of the Exchange, and who steadfastly 
adhered to the belief that the New York Cotton Exchange had long 
ago attained absolute perfection as a future market. This so-called 
progressive element finally succeeded in directing the Exchange’s 
attention to the “writing on the wall,” and to the wisdom of 
bringing about reforms from within rather than having to submit 
to reformation at the hands of Congress. After considerable pro- 
crastination and yielding to pressure exerted by the younger mem- 
bers, the board of managers of the Exchange on October 2, 1913, 
appointed a special committee to consider the question of changing 
the then existing standards and for the purpose of determining 
whether or not any revision should be made of the by-laws and rules. 
This committee labored for seven weeks, holding almost daily 
conferences, and then submitted an elaborate report to the board, 
which gave it careful consideration. On November 21, 1913, the 
board announced that it had finally decided to adopt the govern- 
ment standards and to make a revision of the differences monthly, 
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instead of only two or three times a year. Incidentally, the board 
recommended a change in the rules restricting the extension of 
credits to persons, firms, and corporations actively engaged in 
the cotton trade. This measure was apparently decided upon for 
the purpose of showing Congress that the Exchange was dis- 
couraging “‘speculation”’ in cotton by those not directly connected 
with the business, who used the Exchange for other than “ hedging”’ 
purposes. The committee, in its report to the board of managers, 
suggested that representations be made to the Washington author- 
ities with the view of bringing about, if possible, the substitution of 
the international types in place of the government standards. 
The report stated that in the event this effort of the Exchange did 
not bear fruit by April 1, 1914, the Exchange should adopt the 
government grades. 

The board of managers, at a meeting held March 17, 1914, 
adopted the government standards, the change going into effect 
on contracts maturing on and after April 1, 1915. It was generally 
realized that existing contracts could not be altered, and that the old 
methods of trading would have to be continued until the current 
contracts matured. It was therefore decided to inaugurate trading 
in contracts based on government standards and monthly revisions 
at a date earlier than April 1, 1915. This was done by the institu- 
tion of trading in two forms of contract, designated as the ‘‘new”’ 
and the “old.” 

V 

The United States Cotton Futures act has done away with the 
abuses that had previously existed by compelling, first, the adoption 
of a uniform set of standard grades, secondly, the exclusion from 
deliveries of cotton of inferior quality and of very short staple, and 
thirdly, the adjustment of differences in value of the various grades 
in a commercial way by requiring that the figures be based on prices 
actually paid for the different grades at the several cotton markets 
of the country. It is interesting to note that the law follows rather 
closely the recommendations made by the Commissioner of Cor- 
porations seven years ago. 

The desirability of having a single uniform standard classifica- 
tion for American cotton is manifest. The application of one 
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uniform standard will necessarily result in a greater simplification 
of all cotton transactions, doing away with the complex method of 
figuring buyers’ limits. The local buyer usually knows the market 
cotton grades, while the farmer does not.' Not infrequently, the 
buyer secures cotton at practically a flat-rate basis on lower grades, 
grades the cotton himself, and sells it for what it is worth. The 
middleman profits from this transaction, while the producer 
receives less than he is entitled to. 

For the purpose of having the Department of Agriculture under- 
take systematic work in cotton standardization,? Congress provided 
for the expenditure of necessary funds in an act passed in February, 
1909. This act gave the department authority to establish an 
official standard for the nine grades of American cotton. To aid 
in the work, the Secretary of Agriculture called together a committee 
of nine men, prominent in various branches of the cotton trade, 
with three experienced classers, from the New York, New Orleans, 
and Dallas exchanges. The committee prepared the official 
grades which were subsequently approved by the Secretary, but 
their adoption and use was voluntary. These permissive standards 
never came into general commercial use, principally because the 
standards for the low grades were typical of an insufficient propor- 
tion of the low grades of the eastern part of the cotton belt. The 
generally expressed opinion of the trade was that the lower grades 
were “‘too full,” and that the cotton used in the original standards 
for these grades was of a brighter color than occurs in these grades 
east of the Mississippi River. The official grades being considered 
higher or “fuller” than any previously recognized by the trade, the 
spinning interests of the country made a concerted effort to make 
them the basis of their purchases. Shippers from the Southeast, 
however, found it necessary to qualify their offers of low grades 
by the frank statement that they could not match the color of the 
official standard for those grades. 


Charles J. Brand, in charge of the Office of Markets of the Department of Agri- 
culture, had a survey made of the primary markets in Oklahoma in the season of 1913. 
He found that on the same day and at the same point the lower grades of cotton very 
often sold for better prices than did the higher grades, and vice versa. 

2 “The Classification and Grading of Cotton,” by D. E. Earle, cotton technolo- 
gist, and W. S. Dean, assistant in agricultural technology (U.S. Department of Agri- 
culture Farmers’ Bulletin No. 591, July 10, 1914). 
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A majority of the organized spot markets of the country 
formally adopted the permissive official grades, but field investiga- 
tions of the Department of Agriculture showed that they were made 
the basis of a comparatively small part of the business between 
established cotton merchants in the South and their American and 
foreign customers. The net result, therefore, of the issuance of 
these standards, prior to the passage of the Smith-Lever law, so 
far as the actual trade in spot cotton was concerned, was to add one 
more standard of classification to the numerous standards already 
in use. 

During the three years that these official grades were before the 
public, it became evident that the cotton trade of this country was 
not likely voluntarily to unite in their use, while the action of the 
American and European cotton exchanges at Liverpool, June 2 and 
3, 1913, in preparing and recommending to the trade of the world 
a new international standard which differed widely from our per- 
missive official grades, showed plainly that the latter would never 
be acceptable as a universal standard. The action taken at Liver- 
pool was followed by the adoption of a resolution in May, 1914, 
by a convention assembled at Augusta, Georgia, at which nearly 
all the exchanges of this country were represented, asking the De- 
partment of Agriculture to adopt the proposed international stand- 
ards. This action was equivalent to an expression of opinion that 
the permissive standards, previously issued as official, were unsuited 
touniversal use. The department was inclined to share this opinion 
and believed it unwise to attempt to secure general adoption of a 
standard which was more exacting than those of the great foreign 
consuming markets, or to enforce such a standard upon our domestic 
cotton industry. 

The management of the New York Cotton Exchange refused 
to be forced into the adoption of these permissive government 
standards for two reasons: first, because the standards were made 
of cotton from Memphis, New Orleans, and Texas only, and no 
standard had been made for upland or Atlantic states cotton, which 
is the basis of all spot quotations the world over, wherever cotton 
is quoted and wherever cotton is traded in for delivery against 
future contracts on the basis of middling. The other reason was 
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that in making the standards the committee of experts, in order 
to produce as close a correspondence as possible between domestic 
and export grades, not in name but in type, and thus to prevent any 
confusion throughout the cotton belt by changing the grades, raised 
the basis grade middling slightly above the New York middling 
grade, and in working down for each half-grade until good ordinary 
was reached eliminated the good ordinary American standard 
classification as used by the New York Cotton Exchange, thereby 
leaving without any standardization a grade of cotton readily 
spinnable and having a distinctive value as compared to middling. 

When the time arrived for the Department of Agriculture to 
promulgate standards under the Cotton Futures act of 1914, the 
old permissive standards of 1909 were practically discarded. The 
department had in hand a great wealth of material for purposes of 
comparison and type-making. The proposed international stand- 
ard was considered, but was found to contain certain tinged samples 
which precluded their use, inasmuch as the act contemplates 
separate types for tinged and stained cotton. The department 
secured the temporary services of some of the best classers on the 
New York and New Orleans exchanges to assist its technical force 
in perfecting a standard which should meet the valid objections 
to the old official grades and yet avoid the introduction of anything 
which should be classed as tinged or spotted cotton. The result 
of the combined labors was a set of standards believed to represent 
the white cotton of an average American crop more closely than 
any standard previously prepared. 

As a test of the extent to which this standard differed from the 
official grades, several thousand bales of low-grade cotton which 
had been classed on the old official grades were reclassed by the 
same men against the new standard, and it appeared from the result 
that about 12 per cent more of the cotton crop can be classed by 
the new official cotton standards of the United States than by the 
old official grades. The Secretary of Agriculture, therefore, pro- 
mulgated these standards for the nine grades of cotton: Middling 
Fair, Strict Good Middling, Good Middling, Strict Middling, 
Middling, Strict Low Middling, Low Middling, Strict Good Ordi- 
nary, and Good Ordinary. 
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The Cotton Futures act abolished the fixed-difference system 
by requiring the exchange to determine, almost daily, the differ- 
ences between grades by taking the average of the quotations sent 
in from certain spot markets designated by the Secretary of Agri- 
culture. Since the law became operative on February 18, the 
Secretary has named the following markets: Augusta, Boston, 
Dallas, Houston, Little Rock, Memphis, Montgomery, Norfolk, 
and Savannah. Fall River, Massachusetts, was originally named 
but was later withdrawn because no quotations were obtainable. 























TABLE I 
New York Government a... 
Grade Fn nang Fae under New Law 
s February 19 
Cents Cents Cents 
Se errs 1.10 0n 1.05 on 1.06 on 
Strict good middling............. .go on .76 on .82 on 
— good middling............. -75 on [ae eee eee 
~~ Ae .60 on .50 on -55 on 
aa good middling............ .4§ on Me  Disdicaasme nies 
I I ooo cccccsccescasic .30 on .28 on .27 0n 
I is. a.6:6: 0503500060004 -I5 on a Re ee 
ite oct cspkevewnie uc Basis Basis Basis 
Of ore .22 off ce re eee 
Strict low middling.............. 44 off .32 off .45 off 
Fully low middling.............. -77 Off ME ‘Wbtkechecmance 
Sl eee 1.10 off .85 off 99 off 
Strict good ordinary............. 1.78 off 1.50 off 1.54 off 
irs ic Sak pices ods speed mannedrer een 2.00 off 2.04 off 
Strict good middling tiaged....... .30 on ee ee ee 
Good middling tinged............ Pore Farewe SE  Bovdwusnxenndaes 
Strict middling tinged............ . 20 off Me Biisasscacsecas 
Pree .40 off Se eee een 
Strict low middling tinged........ 1.25 off Serre 
re. Me re BE Ab akaiescucacsce 
Middling stained. ............... 1.25 off Sa Perret rT 
* Value of middling. 


The New York Cotton Exchange made its first revision under 
the new law on February 19, the announced differences being appli- 
cable for deliveries on February 26. The differences announced 
on that day showed only a slight variation from the grade differ- 
ences fixed by the committee on January 25—the revision on that 
date being determined by the old method of having the committee 
fix the scale of differences by exercising its discretion as to the rela- 
tive values of the various grades. 
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Table I gives a comparison of (1) the latest differences govern- 
ing “‘old-style’”’ contracts, New York standard, dated January 
28; (2) the differences applying to February “new style” contracts, 
government standards, No. 452, dated January 25; and (3) the 
new differences adjusted on February 19, in accordance with the 
Smith-Lever law. 

At various times, the suggestion has been made that the scale 
of differences be determined according to the relative spinning 
values of the various grades. Experiments for the determination 
of these values have been made by private interests and by the 
government,’ but thus far this method for the establishment of 
differences has not been found practical. The purpose of ascer- 
taining the “spinning values” of different grades of cotton is to 
show the producer what his cotton is intrinsically worth, so that 
he may not sacrifice his apparently poor cotton, which looks so 
only to the eyes of the uninitiated. 


VI 

The chief criticism directed against the Cotton Futures act is 
that the operation of sec. 11 relating to the transmission of orders 
to foreign exchanges practically puts a stop to hedging in foreign 
markets, and to arbitrage transactions. 

Under the law, any European may trade on the New York or 
New Orleans Cotton Exchange, but no American can buy or sell 
American cotton for future delivery in Europe without paying a 
tax of 2 cents per pound, or about $1,000.00 on each 100 bales. 
An American can buy or sell Egyptian, Peruvian, or East Indian 
cotton for future delivery anywhere, but he must not buy or sell 
the product of American cotton fields in Europe without paying 
this tax. 

It is desirable that forward saies of cotton be hedged in the 
market where delivery is to be made. In the case of exports to 
Europe, a foreign hedge serves in a measure as an insurance against 
ocean freight rates, marine and war-risk insurance, and fluctua- 

t “Tests of the Waste, Tensile Strength, and Bleaching Qualities of the Different 


Grades of Cotton as Standardized by the United States Government,” by Dr. N. A. 
Cobb, agricultural technologist (U.S. Department of Agriculture Bulletin No. 62, 


January 14, 1914). 
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tions in foreign exchange. A contract made before the war for 
delivery to an English spinner of roo bales of middling cotton in 
March, and hedged by a purchase of contracts in Liverpool, would 
show oniy a nominal difference, profit or loss, to complete the trans- 
action. The same contract hedged in New York would show a 
heavy loss. The increase in freight rates, etc., since the outbreak 
of the war amounts to about $20 a bale—a difference which would 
not be reflected in a hedge made in New York. 

In order to exempt from taxation the transmission of orders for 
the sale of cotton on the Liverpool Exchange, it will be necessary 
for the Liverpool Cotton Association to adopt the American govern- 
ment’s standard grades for cotton, and to change its methods of 
doing business to conform to the provisions of the act. Last year, 
the government sent over several representatives to Liverpool for 
the purpose of making representations to Liverpool cotton dealers, 
calculated to result in the adoption of the government standards. 
The report of the delegation made to the Secretary of Agriculture 
has not yet been published, but it is understood that the Liverpool 
authorities indicated no disposition to alter their business practices. 

It is understood that the Bremen Cotton Exchange will adopt 
the American standards after the war. A cotton exchange is being 
organized in Rotterdam, and it is reported that its business will 
be conducted in accordance with the Cotton Futures act, so that 
cotton merchants in the United States will be able to trade there 
without being obliged to pay the prohibitive tax. 

The advantage of foreign houses over American concerns may 
be illustrated in the following way: An American firm desiring to 
hedge in Liverpool cannot do so without paying the tax, which, 
being prohibitive, is a bar to such transactions. The European 
house, having a representative located in the spot markets in the 
South, may require him to cable daily reports of his purchases. 
His principals abroad will use the information thus conveyed, 
executing a hedge against such purchases on the Liverpool market. 
There is nothing in the law preventing an employee from reporting 
to his employer, and it is only to be expected that cotton-buyers 
located in the South should send messages to their employers in 
Europe, advising them of their activities. 
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No such arrangement, it is asserted, may be entered into by 
American concerns, and it is not likely that recourse will be had to 
subterfuge, as the penalties for violation of the law are very severe. 
It is believed that the establishment of a partnership relation with 
a person in Liverpool, and the mutual transmission of messages 
regarding the operations of each of the two partners, would be 
construed by the government and the courts as an indirect evasion 
of the law. 

Objection has also been made to the provision in the law 
restricting cotton tenderable on contract to a staple of not less than 
seven-eighths of an inch in length. However, this criticism does 
not appear to be well founded. An investigation has shown that 
out of about 3,000,000 bales examined only 7,050 bales, or about 
one-fifth of 1 per cent, consisted of a staple shorter than seven- 
eighths of an inch.' Taking into consideration all the restrictions 
provided in the new law, such as the elimination of perished and 
immature staple, it is estimated that only from ro to 15 per cent 
of the cotton crop in a normal year will be untenderable on contract 
under the terms of the act. 


VII 


Like the bankers who severely attacked the Glass-Owen Cur- 
rency bill and predicted all kinds of dire consequences in the event 
of its passage, but later became reconciled to the Federal Reserve 
act and now regard it as an important piece of constructive legisla- 
tion, so also are the members of the New York Cotton Exchange 
rapidly coming to realize that the Cotton Futures act is a service- 
able measure, and will benefit them as well as the cotton trade at 
large. From the mass of indescribable bills designed to regulate 
cotton exchanges that have been proposed from time to time, there 
has come forth a law that is moderate in tone, not destructive of 
the great agencies for the distribution of the country’s crop, not 
prohibitive or restrictive of legitimate business operations—a law 
that is workable, fair, and just and at the same time protective 

t See letter of Charles J. Brand, chief of the Office of Markets, Department of 


Agriculture, to the House Committee on Agriculture, 63d Congress, 2d session, pub- 
lished in record of committee’s hearings on bills regulating cotton exchanges, pp. 301-4. 
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of the interests of the cotton-buyer and -seller, the farmer and the 
millman, the exporter and the spinner. 

It is, of course, too early to estimate the practical results of the 
operation of the act, but from all indications there is reason to 
believe that its operation will meet with success. 

The act is interesting as a historic step in the movement for 
governmental supervision and co-operation in the transaction of 
business. This country has long had an Interstate Commerce 
Commission for the regulation of railroads; only recently Congress 
passed an act creating a Trade Commission, authorized to oversee 
the activities of industrial corporations; and only about a year has 
elapsed since the enactment of the epochal banking and currency 
law, and the organization of the Federal Reserve Board, which 
exercises a unifying control over the banks of the country. We now 
have a Cotton Futures act, regulating trading in contracts for the 
future delivery of American cotton, and affording merchants facil- 
ities for having commercial disputes arbitrated by the Department 
of Agriculture, representing the federal government. The Tea 
law of 1897, standardizing teas and regulating the qualities that 
may and may not be brought into this country, and the National 
Pure Food and Drugs act of 1906 are laws of this same class. The 
enactment of “ a pure fabric’’ law, in the interest of the dry-goods 
trade and for the protection of the general public, is being seriously 
considered in the legislative halls at Washington. In the not far 
distant future, Congress will undoubtedly pass laws governing the 
business of our grain exchanges, and also the private unincor- 
porated associations which trade in securities. 


I. NEwron HOFFMANN 
New Yor«k City 





THE COST OF THE ERIE BARGE CANAL 


I 


The latest report of the State Engineer and Surveyor of New 
York’ contains an account of the progress that has been made on 
the New York barge-canal system to date, and some revised esti- 
mates of the probable eventual cost of the undertaking. It is the 
purpose of this paper to outline and discuss the situation as it has 
developed in New York, in the hope that the experience there may 
prove of some service to other localities that are planning extensive 
waterway improvements. 

Canals have notoriously cost far more in the building than the 
original hopeful estimates. To take but a few illustrations: The 
first estimate for the Suez Canal was $30,000,000; but it required 
$80,000,000 to complete the project. The original estimate for the 
Chicago Drainage Canal was $16,000,000; the ultimate cost was 
$53,000,000. The first very carefully prepared estimates for the 
Manchester Ship Canal in England called for an outlay of £8,262,- 
936; the actual cost became £16,790,491.?_ It was originally be- 
lieved that the Panama Canal could be constructed for $140,000,000; 
the final cost has proved to be approximately $375,000,000.3 Such 
has been the almost universal experience, except in Germany, where 
faulty preliminary estimates have been comparatively rare. The 
experience in New York has followed the general rule. 

By act of the legislature and a referendum vote in 1903 the state 
of New York appropriated $101,000,000 for the rehabilitation of the 
state canal system. The law provided that the new Erie Canal 
should be 12 instead of 7 feet deep and that the locks should be 28 
feet wide and 328 feet long. 

According to this [State Engineer’s] estimate the canal construction work 
involved would cost approximately $84,000,000. The balance of the appro- 
priation was designed to cover damages, engineering, incidental expenses, and 

t Barge Canal Bulletin, January, 1915 (published monthly at Albany, New York). 

2 In this case the project would never have been undertaken had there been any 
thought that the ultimate cost would much exceed the estimate. 

3 This includes $50,000,000 paid to France for her rights in the premises. 
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contingencies. It was also estimated that $2,000,000, would be realized by 
the sale of abandoned canal lands, . . . . where the line of the present canal 
was deviated from in the course of the new construction. This amount it was 
estimated would be turned back into the canal fund for the general uses of the 
appropriation, thus making the estimated total cost of the canal $103,000,000, 
of which $2,000,000 would be recovered.! 


Let us see how these expectations have been fulfilled. 

A series of wholly unexpected events have occurred which have 
rendered the foregoing estimates quite inadequate. The first of 
these came in 1906 when the legislature amended the original law 
so as to increase the width of the locks from 28 feet to 45 feet. This 
has added $2,500,000 to the cost of construction without increasing 
the appropriation. Several smaller amendments passed by the 
legislature have added $250,000 to this amount. 

A second unanticipated expense has been due to delays in settle- 
ment with railroads whose lines have been crossed by new canal 
lines. This has required changes in railroad grades and alignments 
and the construction of new bridges. The advent of the Democratic 
state administration in 1911 resulted in throwing the question of 
the legality of the already consummated agreements with the rail- 
roads into the courts. ‘After three years of litigation the Court of 
Appeals has upheld the settlements made prior to 1911. This liti- 
gation, however, made it necessary to cancel several of the existing 
contracts for the reason that it was not possible to provide the con- 
tractors with the entire site of their contracts.” Other contracts, 
also, became involved; and, to make a long story short, the State 
Engineer now believes that the litigation damage claims and added 
expenses due to “‘resurveying, readvertising, and the movement of 
heavy machinery” have increased the total outlays on this account 
by $5,000,000. : 

A third cause of additional expense has been two unexpected 
breaks in the line of the canal east of Rochester, one in 1911 and 
one in 1912. On these $400,000 has already been expended, and 
the Engineer estimates that permanent repairs will entail an addi- 
tional outlay of $250,000. 


* Barge Canal Bulletin, January, 1915, p. 3. 
2 Ibid., p. 4. 
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Fourthly, the rebuilding of public highways destroyed by con- 
struction operations on the canal has cost the state to date over 
$1,250,000. 

Fifthly, services rendered by the state departments of Comp- 
troller and Claims and by the Appraiser have added $710,000 to 
the total. The original estimate made no allowance for these 
items." 

Sixthly, “no provision was made in the 1903 estimate which at 
all adequately provided for the enormous damage claims’’ filed by 
private property-holders. It was not contemplated that the vari- 
ous water-power developments along the route would be entitled 
to damages for alterations in dams to meet the requirements of the 
new canal. The land damages were vastly underestimated; and 
much additional expense has been encountered through the “ unex- 
pected”’ delay in the adjudication of these claims in court. There 
have been filed up to the present time land damage claims to the 
amount of $19,000,000; water-power damage claims to the amount 
of $38,000,000; railroad-crossing claims to the amount of $8,700,000; 
and damage claims by contractors to the amount of $7,000,000; 
making a total in round numbers of $72,700,000.7 The State Engi- 
neer adds, however, that “‘many of these claims are very excessive 
and it is reasonable to assume that no just awards will reach much 
over one-third of the total sum claimed.’’ This is a grudging 
admission of at least $25,000,000 for claims thus far presented. 
The court awards, delayed as they have been, have already 
amounted to over $10,000,000. 

Finally, the incidental expenses were grossly underestimated. 
“The necessity of maintaining navigation on the old canal while 
building the enlarged channel on the same site, as is the case in 
many sections, presented a number of unexpected and expensive 
difficulties.”5 ‘Injunctions on the part of property-owners which 
delayed work or made necessary the readjustment of plans have 
also added to the expense.’® The total charge for engineering, 
including the charges for consulting engineers, has amounted to 
$9,100,000—much in excess of the anticipations. The straight con- 

* Barge Canal Bulletin, January, 1915, p. 5. 

2 [bid. 3 Ibid. 4 Ibid. 5 Ibid., p. 4. 6 Tbid., p. 5. 
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struction costs have also been substantially increased, owing to “the 
increased cost of materials, particularly with reference to concrete, 
the Eight-Hour Labor law, and the Workmen’s Compensation law, 
both pieces of legislation passed subsequently to the making of the 
estimate in 1903.’ 

The net result is that with only 85 per cent of the construction 
work on the canal completed, the appropriation of $101,000,000 is 
overdrawn. ‘The state is at this moment obligated to an expendi- 
ture of $1,500,000 more than is available in the appropriation.’ 
Unless an additional appropriation is made no section of the canal 
will be available for through traffic by large barges as the work 
remaining to be done is so located that the completed sections 
could be utilized for local traffic only. Construction work must 
cease altogether by June 1 unless a further appropriation is made. 

The State Engineer now estimates that to complete the project 
an additional sum of $27,000,000 will be required. Perhaps this 
estimate is proportionally as wide of the ultimate mark as the pre- 
vious ones. In particular the damage claims may much exceed the 
estimate of the Engineer. As seen from the figures above, he 
admits a probable $25,000,000, only $10,000,000 of which has as 
yet been paid. His estimate of a one-third settlement basis would 
seem to be very conservative. A doubt of this estimate is admitted 
by the Engineer himself, where he says: “The amount required to 
cover such damages is difficult for me to determine accurately, par- 
ticularly as the adjudication of such damage claims is in the hands 
of departments other than that of the State Engineer.’ All things 
considered, if the history of this and other projects may serve as 
a guide we need not be at all surprised if the total cost eventually 
reaches $135,000,000. 

Parenthetically, it is worth noting that the engineers originally 
hoped that the project would be completed and ready for use with 
the opening of navigation in the spring of 1915. It is now the hope 

of the department that, if the additional appropriation required is 
granted at once, two sections of the canal, from Troy to Whitehall 
and from Waterford to Otsego—roughly half the total distance— 
will be ready for local traffic by the opening of navigation in 1916.‘ 
t Ibid., p. 4. 2 Ibid., p. 6. 3 Ibid. 4 Ibid. 
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It would appear, therefore, that it will be at least three years yet 
before the undertaking as a whole is completed. 

To return to the question of cost, it will be of interest to reduce 
the foregoing figures to a mileage basis. The project in New York 
is a system of canals rather than a single line, and is composed of 
the Erie, Champlain, Oswego, and Cayuga and Seneca branches. 
The appropriation of $101,000,000 was for the first three branches; 
while a separate appropriation of $7,000,000 was made in 1909' for 
the Cayuga and Seneca branch, which is 27.5 milesin length. The 
lengths of the Erie, Champlain, and Oswego branches are 323, 61.5, 
and 22.8 miles, respectively, giving a total of 407.3 miles for 
the main system. The average cost per mile has therefore been 
approximately $330,000 ($135,000,000+407.3). Since the canal 
connects with the Hudson River, however, it makes possible a con- 
tinuous water route from Buffalo to New York City. Spreading 
the same cost over this longer distance reduces the average to 
approximately $260,000 per mile.? This is exclusive of the cost of 
necessary improvements on the Hudson, particularly the construc- 
tion of a large dam and locks near Troy. 


II 


All of the foregoing costs, it should be observed, are merely 
for the acquisition of canal sites, and for the construction of the 
channel, locks, etc. They make no allowance for the indispensable 
terminal facilities, such as docks, wharves, freight depots, and trans- 
shipping machinery. This failure to provide (originally) for these 
terminal facilities affords an excellent illustration of the utterly 
haphazard fashion in which public works are undertaken in this 
country. Campaign orators, chambers of commerce, specially 
interested shipping associations, waterway conventions, and state 
and national commissions had for many years portrayed the won- 
derful possibilities of water transportation and fanned the enthu- 
siasm of the public to a white heat, before there was even so much 


* Barge Canal Bulletin, December, 1913, p. 410. 

2 Of course it also connects with a good many miles of lake navigation in the 
interior of the state; but this is not of importance from the standpoint of through 
traffic. 
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as a reference to the terminal question. Indeed, it was not until 
1909 that it made its belated appearance,’ in a government report, 
six years after the decision to rehabilitate the old Erie Canal. 

But when it finally dawned upon us that a canal without ter- 
minals would be a sorry competitor indeed for modern railroads, 
we buckled to with characteristic American courage and promptly 
shouldered the full responsibility of providing the necessary ter- 
minal facilities, just as though we had long been preparing for this 
very task. The United States Bureau of Corporations was dele- 
gated to make an exhaustive report on the subject and in 1909 the 
state of New York appointed a Barge Canal Terminal Commission 
for the purpose of investigating the terminal situation in New York 
with a view to making an appropriation. After an extensive inves- 
tigation costing $10,000, the commission came to the important, 
though obvious, conclusion that “it is just as necessary that there 
shall be frequent, convenient, well-established, thoroughly equipped, 
and wisely managed depots all along the canals and waterways, 
where canal-borne freight may be received, cared for, and shipped 
away, as it is necessary that the railroads shall have their freight 
depots.? It was found that a good waterway terminal has four 
prime factors: adequate wharves; w.re’s:ouse space; transshipping 
machinery; and belt-line railway connections between the water 
routes and adjacent railways and local industries. Henceforth, the 
development of these necessary terminal facilities had to be 
included in estimating the total cost of the undertaking. 

In 1911 the legislature, acting upon the commission’s report, 
appropriated $19,800,000 for the purpose of constructing terminals 
for the barge-canal system. This was approved by a referendum 
vote of the people in November of that year. Provision was made 
in this appropriation for New York and Buffalo at the termini of 
the route, and for about fifty intermediate towns. Whether the 
sum appropriated is the usual underestimate remains to be seen, of 
course, but there is little reason for believing that the amount is at 


! This is admitted by the Terminal Engineer of New York (Barge Canal Bulletin, 


June, 1914, p. 198). 
2 Report of the Barge Canal Terminal Commission, 1911, I, 39. 


3 Barge Canal Bulletin, April, 1913, p. 146. 
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all adequate. Study of the report inclines one to believe that while 
the provision of the necessary docks and wharves has received 
pretty careful consideration, the matter of transshipping machinery, 
storage depots, and belt-railway connections has been slighted not 
a little. Even in the case of the docks and wharves these prelimi- 
nary cost estimates may well prove far from adequate. There will 
doubtless be the usual “‘unanticipated”’ claims-department charges, 
appraiser’s expenses, comptroller’s fees, “incidental outlays’’ of 
many kinds, and, particularly, the customary heavy damage 
claims with the litigation expenses connected therewith. It was 
in this respect, it will be remembered, that the construction esti- 
mates were most faulty. The probable error here may well prove 
even greater because the cost of acquiring needed land space 
constitutes a much greater proportion of the total cost. Terminal 
engineering, also, is newer as a science than canal engineering, and 
this is another reason for believing that the present appropriation 
will prove quite insufficient. 

Indeed, it is a certainty that further appropriations will be 
required for terminals, since the 1911 appropriation did not take 
into consideration or definitely provide for terminals along the 
Hudson River between Albany and New York. The State Engi- 
neer has already called attention to the early need of an additional 
appropriation for this section of the route." 

Finally, the appropriation that has already been made for ter- 
minals in New York City is clearly inadequate for the needs there. 
The city itself in 1911 outlined a project, independent of the state, 
which calls for an initial expenditure of $12,000,000 on terminal 
facilities. Whether this plan has been given up the writer is 
unable to ascertain; but at any rate it is a clear indication of the 
probable needs in the metropolis. 

It would obviously be a mere guess on the part of the writer to 
state the probable ultimate cost of providing the terminal facilities 
that will be required. Not being averse to prophecy, however, I 
may hazard an estimate of $40,000,000 on this account. Some- 
thing like a grand total of $175,000,000 may, therefore, prove to be 

* Barge Canal Bulletin, April, 1913, p. 148. 

2 Ibid., 1911, pp. 107-8. 
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the ultimate expenditure of New York in rehabilitating her canal 
system.’ This estimate would raise the figures of average cost per 
mile that were given above from $260,000 to more than $340,000, for 
the through distance from Buffalo to New York City. For pur- 
poses of comparison it may be added that the capitalization of the 
railroads of the United States averages approximately $60,000 
per mile.? 
III 

It has been seen that the question of terminals did not appear 
until several years after the barge-canal system in New York was 
approved. In a similar way the state has gone ahead building 
the canal without knowing what depth of channel is either desirable 
or necessary. It now appears that quite as serviceable a canal 
might have been provided at perhaps only a fraction of the present 
cost. 

The depth of the new Erie Canal at the locks is to be 12 feet. 
No good reason has ever been given for this particular depth. 
Perhaps the most common statement has been that the failure of 
the old canal to retain its former tonnage was due to the inadequate 
depth of the 7-foot channel. To meet the competition of modern 
locomotives and cars barges of large capacity are necessary, and 
this in turn requires a waterway of ample depth. Looking forward 
to the future, 12 feet would certainly seem conservative enough. 
Another and perhaps more important argument has been that if 
the canal were made of ample depth boats could pass through the 
canal to and from the various lake ports without breaking bulk. 
But in this connection there was no investigation as to the prac- 
ticability of lake and canal transportation by the same boats. As 
usual, investigation could be left until afterward. 

t There is to be added to this estimate the $7,000,000 appropriated for the Cayuga 
and Seneca branches. 

2It has elsewhere been shown by the writer that the low transportation rates 
on the barge canal that are promised will be possible only because the state will 
charge no tolls on its waterways. The entire interest on the bonded indebtedness and 
even the cost of maintenance and upkeep of the canal are to be paid out of annual taxes. 
The canal rates, therefore, will merely cover direct haulage charges. But this shifting 
of a great part of the expense to the taxpayers does not lessen the cost as a whole. 


And if the inclusive cost is considered, it is easily shown that the entire undertaking 
will prove an enormous economic loss to the state. (See Waterways versus Railways.) 
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At last in 1911 the Barge Canal Terminal Commission recom- 
mended that it was important that a study be made of the best 
type of boat for use on the canal, but the advice passed unheeded. 
Just recently, again, the State Engineer has urged that “‘one of the 
matters that should receive the early attention of the state is that 
relating to the size of boats for navigation upon the opening of the 
barge canal.’* It is apparent, therefore, that even yet there is no 
definite knowledge as to what is the most feasible boat for the canal 
or what its draft should be. 

With reference to a type of boat that is adapted to both canal 
and lake navigation, it may safely be said that such a vessel will 
seldom if ever be used. Practically all of the tonnage now carried 
on the Great Lakes is carried in vessels with a registered draft of 
over 14 feet.2, Many of the modern lake vessels draw over 19 feet 
of water. What few draw less than 12 feet are, moreover, not 
adapted to the navigation of acanal. ‘The ratio of length to beam 
is too great and the rudder power insufficient. Such vessels have 
been constructed for special purposes, and, while affording a most 
economical method of transporting freight on the Great Lakes, 
would be a failure if employed in either ocean or river navigation.’’ 
Finally, it would not be profitable for the lake boats to navigate the 
canal, even were it possible and safe, for they would be unable to 
compete with barges. The average cost per ton of carrying 
capacity of constructing steam vessels used on the Great Lakes 
and the St. Lawrence River is $61;4 while “‘a Mississippi River 
steamboat and ten barges, capable of transporting 10,000 tons of 
freight, can be built for about $12 per ton of freight carried.’’s 
Since a large steam vessel can make little if any greater speed in a 
narrow channel than can the barges, it is obvious that the latter 
offer the cheaper means of transport. The experience of other 
countries, moreover, entirely confirms this contention. 


t Barge Canal Bulletin, July, 1914, p. 235. 

2 Report by a Special Board of Engineers on the Survey of the Mississippi River, 
1909, P. 23. 

3 Ibid., p. 26. 

4 Preliminary Report of National Waterways Commission, p. 40. 

5 Report by a Special Board of Engineers on the Survey of the Mississippi River, 
1909, Pp. 24. 
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But while the regular lake steamers are not adapted to canal 
navigation, may not a special type, a sort of hybrid boat, be 
devised which will fulfil the need? Possibly, though the evidence 
thus far is all the other way. A western manufacturing company 
recently asked the Great Lakes Engineering Works to devise such 
a vessel—one suitable for navigating the water routes between New 
York City and ports of the Great Lakes, and also adapted to the 
company’s needs. ‘The shipbuilders have found it impracticable 
to design a steamer that will satisfy the requirements of the federal 
government for steam craft navigating the Great Lakes and also 
to keep within the limitations imposed by the barge canal, such as 
restricted clearance of 15.5 feet under bridges and other fixed 
structures, at high navigable stage, the narrow width of 75 feet in 
land sections, and shallow depth of 12 feet.”* The solution that 
is offered is a fleet of large tow-barges with the requisite number 
of tugs—small tugs for the canal and large tugs for the open lakes. 

Now if barges are to be used exclusively, the question becomes 
merely one as to the best size and the necessary depth of channel 
therefor. On an open and comparatively straight river it may 
practically be said that the larger the barge the less the cost per 
ton. On a canal, however, curves and channel width are very 
important determinants of the size of boats that may be used— 
more important indeed than the depth of the channel. The Erie 
channel is to be but 75 feet wide in places and hence 36 or 37 feet 
will measure the width of barges that can be used while permitting 
them to passeach other. Boats 300 feet long can make all the curves 
in the canals, but as they will take up the full width of the channel 
while rounding the worst bends, they would have to slow down to 
a speed of only about two miles an hour at those places,? and would 
seriously interfere with other traffic. For this reason a barge 150 
feet in length, 36 or 37 feet wide, with a capacity of 1,500 or 1,600 
tons, has been generally favored. Many believe that tows of 
smaller barges of 70c or 800 tons burden each, four of which could 
be locked at once, would be even more satisfactory. In Germany, 
where canal transportation has reached its greatest development, 

* Barge Canal Bulletin, July, 1914, p. 236. 

2 Ibid. 
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barges of 600 tons capacity are regarded as the most economical 
for purposes of canal transportation. The far greater cost of larger 
canals much more than counterbalances the slight gains that go 
with larger barges. 

A great depth of channel is not required for economical barge 
transportation. For instance, the fleets of coal barges on the Ohio 
and lower Mississippi rivers, of which so much has been written, 
have to be content with a depth of 6 feet and even less for the greater 
part of each year. On the Rhine in Germany, barges of 2,000 tons 
capacity regularly ascend the river as far as Mannheim, where the 
low mean channel depth is only 6.52 feet. Between Mannheim 
and Strasburg, the head of navigation on the Rhine, the low mean 
depth is but 3.91 feet, but barges of 800 tons burden reach the 
latter port.? In fact, the greater part of the vast canal traffic of 
Europe is carried on canals with a depth of less than 7 feet. 

Evidently, the failure of the old Erie Canal was not primarily 
due to its inadequate depth. Evidently, also (even assuming canal 
transportation is economical),’ a great part of the present outlays 
in New York is but a needless sinking of state funds. While the 
greater width may have been required, the extra depth appears to 
have been almost, if not quite, superfluous. It will be interesting 
to see, however, if other localities do not cheerfully go and do 
likewise. 

H. G. Mouton 


UnIversity oF CHICAGO 


* Report of Examination of Ohio River by United States Engineers, 1908, p. 7. 

*Sympher (Director of German Waterways Department) in London Daily 
Chronicle, April 7, 1906. 

3See footnote on p. 497. 
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WASHINGTON NOTES 
A REVOLUTION IN AMERICAN FOREIGN TRADE 


As a result of the activities of American exporters of foodstuffs and 
manufacturers of war materials, the heavy balance of trade against the 
United States which gave rise to difficulties at the outbreak of the 
European war, has now been completely offset. Official figures covering 
our international trade to the end of March, 1915, show that a balance 
of probably $600,000,000 in favor of the United States has been produced 
through the excess of exports to foreign countries, and particularly to 
European nations, over importations from the same sources. It will be 
remembered that at the time when exchange was so heavily against the 
United States as to necessitate the establishment of the “gold pool” in 
September and October last, careful estimates indicated the existence 
of a trade balance against the United States aggregating about $500,000,- 
ooo. Allowing for probable errors, the subsequent excess of exports over 
imports has, without question, fully met this indebtedness—which, 
however, was little more than normal at the time it was incurred—and 
has furnished a balance in addition, thereby turning the United States, 
for the time being, into a “creditor country.” This revolution in export 
trade has been effected only at the cost of very drastic changes: (1) in 
the nature of the goods shipped, and (2) in the destination of these goods. 
Detailed figures are not yet available for the period to which the statistics 
in gross are applicable, but some of the fluctuations in our export trade 
during the seven months from July, 1914, to February, 1915, are very 
suggestive. The total exports to different countries expressed in values 
show that our shipments to Germany decreased $215,000,000; but 
exports to Norway increased $14,000,000, to Sweden $25,000,000, and 
to Denmark $31,000,000. Exports to Belgium decreased $29,000,000, 
to Austria-Hungary $11,000,000, to Russia $10,000,000, and to Canada 
$38,000,000. To Great Britain our exports increased $45,000,000, to 
Italy $40,000,000, and to France $33,000,000. 

Our exports to principal countries during the seven months ending 
January 31, 1915, and for the same period a year ago, were as shown in 
Table I. Table II gives the total exports in values of principal com- 
modities for the seven months ending January 31, 1915, and January 31, 
1914. The grand total of exports for the seven months referred to was 


gor 
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$1,334,000,000 in the fiscal year 1915, against $1,521,000,000 during 
the same time the year previous. Investigation as to the countries 


TABLE I 








191s 





$ 1,200,000 
10,700,000 
40,800,000 

142,000,000 
23,000,000 
88,000,000 
60,000,000 
19,600,000 

7,700,000 
33,800,000 
435,000,000 
173,000,000 











TABLE II 








TOIS 


1914 


Decrease 





Agricultural implements 
Railway cars 
Copper and manufactures 


Cotton piece goods 
Electric machinery 
Phosphate rock 


Typewriters 
Machinery, total 
Steel rails 

Steel sheet plates 
Structural steel 

Tools 

Steel production, total 





3,800,000 
2,400,000 
50,600,000 
176,600,000 
13,600,000 
10,500,000 
1,300,000 
2,800,000 
1,600,000 
2,400,000 
{000 
800,000 
886,000 
5,700,000 
3,500,000 
2,400,000 
4,500,000 
2,000,000 
5,900,000 
3,300,000 
3,700,000 
104,800,000 
87,700,000 
5,400,000 
75,700,000 
25,400,000 
29,100,000 





$ 17,100,000 
8,600,000 
84,000,000 
451,700,000 
18,000,000 
15,800,000 
5,700,000 
5,400,000 
7,100,000 
6,100,000 
2,400,000 
2,000,000 
2,724,000 
10,200,000 
6,600,000 
6,000,000 
69,000,000 
7,500,000 
10,400,000 
9,100,000 
6,600,000 
155,000,000 
89,300,000 
12,700,000 
89,700,000 
35,700,000 
61,800,000 





$ 13,300,000 
6,200,000 
33,400,000 
275,100,000 
4,400,000 
5,300,000 
4,400,000 
2,600,000 
5,500,000 
3,700,000 
1,600,000 
1,200,000 
1,838,000 
4,500,000 





in trade with which these losses occur reveals the importance of the 
part the war is already playing in our foreign trade. Some branches of 
exports have been seriously injured. Of the loss of $13,000,000 in 
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agricultural implements, $6,000,000 originated in the loss of trade with 
Russia and Argentina. Canada reduced her purchases of American 
agricultural machinery very largely. Canada also cut her purchases 
of motor cars fully $4,000,000, and her purchases of bituminous coal 
$7,000,000. In our copper shipments there was a tremendous decrease 
amounting to $33,000,000 of which $3,000,000 was credited to France, 
$20,000,000 to Germany and $10,000,000 to the Netherlands, while 
Great Britain increased her takings about $5,000,000. At the end of 
January there had been a decrease in cotton exports amounting to $275,- 
000,000 in the aggregate, of which $126,000,000 was credited to Germany, 
$90,000,000 to the United Kingdom, and $52,000,000 to France. These 
losses have, however, since been much reduced. In the item of cotton 
piece goods, there was a decrease of over $4,000,000 due to a loss of 
practically that amount in our shipments to China. In hops the loss 
of exports was chiefly in shipments to Great Britain. The heavy loss 
of $50,000,000 in iron and steel products is not satisfactorily explained 
by the government statistical reports in so far as the distribution of the | 
losses among different countries is concerned. Since January 1, about 
1,000,000 tons of steel products, valued at about $30,000,000, have been 
ordered for export, an increase in business which will largely compensate 
for the earlier loss. The decreases, however, in sewing-machines and 
typewriters are widely scattered, showing that export conditions in 
neutral countries have been by no means satisfactory. During the seven 
months referred to, the United States shipped $11,000,000 worth less of 
lard to Germany than last year. Losses in naval stores were chiefly 
confined to Germany and Great Britain. A very considerable reduction 
occurred in mineral oils, amounting to about $14,000,000, which, how- 
ever, was widely divided between various countries. Tobacco shows 
a loss of about $10,000,000 in exports, chiefly in trade with the belliger- 
ent nations. Losses in wood and lumber products of $32,000,000 were 
also striking. 

A few of the principal articles of export which showed an increase 
during the months since the opening of the war are classified as shown in 
Table III. Practically all of the increases shown in this statement are 
in trade with the belligerent nations and are almost entirely due to the 
demands of war. The facts are that, while some important industries 
in the United States are benefiting very largely by the war, a much larger 
number of industries were obliged in the early months of the struggle 
to face a general decline of export trade. The result was a derangement 
whose effects are not likely to disappear until peace is restored. During 
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the past few weeks our exports have shown a remarkable preponderance 
over imports because of the reduction of purchases here and increased 
shipments of breadstuffs and war materials to foreign buyers. 


TABLE III 








tors* 1914* 





Breadstuffs $301,300,000 $111,500,000 
Horses and mules 26,000,000 2,000,000 
Automobiles 16,800,000 13,200,000 
1,600,000 
3,300,000 
2,200,000 
20,800,000 
2,700,000 10,300,000 














*The figures are, as in Tables I and II, for the seven months ended January 31 of the 
respective years. 


THE NEW “GOLD SETTLEMENT FUND” 


The Federal Reserve Board on April 7 announced that it had com- 
pleted preliminary arrangements for the establishment of a “gold settle- 
ment fund” to be held in Washington and used in liquidating balances 
between federal reserve banks. Taken in conjunction with the volun- 
tary clearing plan announced for application within each federal reserve 
district, this clearing plan will practically put into effect a national 
system of collecting checks, applicable throughout the United States. 
The fundamental idea of the new plan is that of placing in the custody of 
the Federal Reserve Board in Washington a specific fund of gold or gold 
certificates, to be contributed by each federal reserve bank in the system 
and to constitute and to be counted as a part of its reserve. As the 
several reserve banks in the course of this business became indebted 
to one another under the new system, they would report to the Federal 
Reserve Board at Washington the amount due them, making such report 
once each week. These reports would be duly recorded in an appropriate 
set of books and as a result of the weekly settlement the ownership of 
the gold fund held in Washington would change from week to week; 
or in other words the several banks would be owners of this fund in 
varying proportions according to the amount of their claims upon other 
reserve banks and the amount of the claims of those other banks upon 
them. 

Thus if the settlement fund started with $1,000,000, to the credit of 
each federal reserve bank, those banks which had received more claims 
upon others than had been received by the others against them would, 
after a settlement, own more than their original proportion of the settle- 
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ment fund. Immediately after a second settling, the balance might 
swing back to its original position at the date of the first settlement or 
the movement might go still farther in the same direction as that recorded 
at the end of the first week’s operations. In this way, the net claims 
originating in one part of the country and drawn against other sections 
of the country will be canceled by being offset against claims originating 
elsewhere. Final settlement must be made through the actual shipment 
of gold coin, or its equivalent, from one part of the country to another. 
If the number of member banks participating in the voluntary intra- 
district clearing plan should be sufficient to clear, through federal reserve 
banks, a representative volume of claims, the result would be the collec- 
tion and cancellation at twelve points throughout the country of the 
bulk of the claims for money originating with the districts adjacent to 
those points. Then, through the settlement fund at Washington, the 
obligations of the several regions of the country would be offset against 
one another. If there were a balance against one particular district, 
this balance would be carried on the books of the settlement fund at 
Washington until such time as the original gold deposit might be 
exhausted through transfer to the account of another reserve bank. 
When such exhaustion had occurred, the bank whose funds had thus been 
used up in meeting its claims would be obliged to ship more gold, or 
else would have to obtain a rediscount of commercial paper from some 
one or more of the other reserve banks to which it had become indebted. 
Should it obtain such accommodation, the effect would be to restore its 
ownership in the gold fund at Washington, while its obligation to the 
bank from which the rediscount was obtained would be carried as a 
loan at prevailing rates of interest for the period for which the loan 
was obtained. If, at the end of that period, the bank had succeeded 
in securing a credit that would enable it to liquidate its obligations, the 
result would be to enable it to cancel its loan. Only in case exchange 
was persistently against such a reserve bank for a long period would it be 
necessary for such a bank to restore its credit at Washington through 
the actual shipment of gold or the equivalent thereof. 

This clearance plan is the same in principle as that which was worked 
out for the Reserve Bank Organization Committee by a committee of 
experts who about a year ago recommended a general clearing system, 
one part of which involved the creation of a federal reserve clearing- 
house. In recommending the plan this committee said: 

The plan herewith proposed is based upon the requirement that each federal 
reserve bank deposit with the Federal Reserve Board clearing-house all of 
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its gold beyond that which will be sufficient to take care of local needs. This 
gold deposit, carried on the books of each reserve bank in a separate item as a 
part of its reserve funds, can be used in either of two ways or in a combination 
of them to effect settlement Settlement need not be made between 
reserve banks oftener than weekly, since to require daily settlement might pre- 
vent the operation of the natural clearing effected by the interchange of ordinary 
business transactions. Therefore, at the close of business on each Thursday, 
each reserve bank would wire the clearing-house the amount of the balance 
and would state whether debit or credit relations exist between it and other 
reserve banks. Allowing one day, Friday, for adjustment of any differences 
in the advices received, the clearing would be effected on Saturday. How 
this shall be done depends upon a consideration of the following possibilities: 

The gold deposited with the clearing-house may be credited upon a simple 
set of books to each bank so depositing. Clearing would then be effected by a 
charge and credit on the books, and advice would be made to the reserve banks. 
This is the simple plan, but it has one apparent disadvantage in that the banks 
would have no tangible evidence of the ownership of the gold other than a book 
credit. Consideration might, therefore, be given a plan of issuing certificates 
in large denominations against the proposed gold deposits as clearing-house 
currency certificates are now issued. Upon the direction of the Federal 
Clearing-House, the debtor reserve banks would mail these certificates to the 
creditor banks to pay balances. These two plans might be combined, so that, 
although the clearing of balances would be effected by book transfers of gold at 
the Federal Clearing-House, the debtor banks could anticipate this settlement 
by mailing certificates to creditor banks prior to the day of settlement. Both 
these plans, however, seem less effective and more cumbersome than the first 
plan. Very little (if any) gold would ever need to be transferred between the 
reserve banks, and such operations would be limited to transactions between the 
banks and the clearing-house. The banks, in turn, would be able to loan or 
borrow, buy or sell gold in dealing with each other, and the transactions would 
be arranged through book transfers at Washington. 


It will be noted that the method which has commended itself to the 
Reserve Board is that of making merely a book transfer through a settle- 
ment fund at Washington, as suggested by the committee. 


PROGRESS IN A NATIONAL CLEARING SYSTEM 


The only element of the general clearing plan provided for in the 
Federal Reserve act for which no provision has thus far been made is 
that of the inter-district clearing of member banks’ checks. The 
Federal Reserve act evidently contemplates the acceptance of checks 
by member banks drawn upon any member banks in the system whether 
within or without the district in which the receiving member bank 
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happens to be located. Such checks would naturally be cleared through 
the federal reserve banks of the districts in which the receiving member 
bank and the bank upon which the checks were drawn were situated. 
Clearance of such checks would largely increase the volume of trans- 
actions passing through the clearing system, and it has therefore been 
determined to defer any action with reference to this phase of the new 
system. Meanwhile the task of establishing the gold settlement fund 
and of bringing about the proper adjustments of the federal reserve 
banks of the several districts and the central office at Washington will 
require some time. 

Current discussion has appeared to regard the new clearing plan 
as equivalent to an acceptance of the so-called central-bank principle 
in the federal reserve system. The idea of the clearing plan is embodied 
in the Federal Reserve act itself inasmuch as the measure authorizes 
the Federal Reserve Board to act as a clearing-house for federal reserve 
banks. This, however, does not involve any necessary acceptance of 
the so-called central-bank principle, except in so far as co-operation and 
the cancellation of credits are incident to all banking. The joint action 
of the federal reserve banks appears to lessen the necessity of money 
shipments from one part of the country to another just as the joint 
action of the member banks in the federal reserve district appears to 
lessen the necessity for direct exchanges of currency between the banks 
of such district, all transfers of funds being made, under the new system, 
through the federal reserve bank of each district, which liquidates 
the items deposited with it by canceling them against one another. 

It is evident that the scope of the whole plan will depend upon the 
success of the intra-district system of clearing for which provision had 
already been made. The reserve banks have now in most cases definitely 
acted upon the intra-district clearing plan which received the approval 
of the Federal Reserve Board, and have sent out to their members cir- 
culars, practically identical in tenor, embodying the substance of this 
plan. 

A general description of the new system is afforded in the circulars 
referred to, in substantially the following language: 

The Federal Reserve Bank of in accordance with the terms of the 
Federal Reserve act and the rulings of the Federal Reserve Board, is prepared 
to inaugurate, for the benefit of its members, a system of intra-district collec- 
tion; that is, a system of collection of checks and drafts received from and 
drawn on member banks in its own district. Membership in the system will 
be voluntary and checks and drafts will be received only from and upon those 
banks which join it. Such items will be immediately credited and debited to 
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the accounts of the sending and paying banks respectively, subject to payment 
in every case at the counter of the member bank on which they are drawn. 

For the present the system will not include the inter-district collection 
of checks and drafts; that is, the collection of checks and drafts drawn on 
banks outside of this district. Such broader service can only be developed 
for the member banks of the various districts after experience shall have been 
gained in operating the intra-district service now offered. 

This system is not intended to supersede the exchange of checks through 
local clearing-houses or otherwise in or between near-by cities or towns, and 
checks will not be received for collection from a member bank which are drawn 
upon member banks in the same city, where a clearing-house is at present in 
operation. Wherever the collection of checks is now being made more quickly 
or economically by direct interchange between the banks of the section than 
would be possible under the proposed plan, such relations will doubtless con- 
tinue. 

The collection system outlined herein is offered by the Federal Reserve 
Bank of as the first step in the development of a plan for the collection 
of checks through the federal reserve banks. 


The principal rules of a general nature which are prescribed with 
reference to the working of the new system, these also being substantially 
uniform on the part of the banks, are as follows: 

1. Each member bank joining the system authorizes the Federal Reserve 
Bank of to charge immediately on receipt against its account, subject 
to payment by such member bank at its counter, checks and drafts payable 
upon presentation drawn upon it, deposited with the Federal Reserve Bank 
by other member banks which have joined the collection system. 

2. The member bank undertakes to provide the Federal Reserve Bank 
with sufficient funds to offset the items charged against its account under the 
collection system, without impairing the reserve required to be kept in the 
Federal Reserve Bank of as shown by the books of the Reserve Bank, 
the amount of such funds to be determined by experience gained from actual 
operation. 

3. Checks and drafts payable on presentation, drawn on any member bank 
in this district which has joined the collection system, will be received for imme- 
diate credit subject to final payment, but only from such member banks as have 
joined the collection system. 

4. Items sent for credit should be divided in two classes: 

a) Items on member banks which are members of the Clearing- 
House Association. 
b) Items on other member banks in this district. 


6. In receiving the checks and drafts herein referred to, the Federal 
Reserve Bank of will act only as the collecting agent of the sending 
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bank, will assume no responsibility other than due diligence and care in for- 
warding such items promptly, and is authorized to send them for payment 
direct to the bank on which they are drawn. 

7. Checks and drafts drawn on member banks which have joined the 
system may be stamped or printed across the face, “Collectible at par through 
the Federal Reserve Bank of Boston,’ but such indorsement shall never be 
held to imply that the Federal Reserve Bank of Boston, in accepting such checks 
or drafts for coilection, has become the owner thereof or is acting otherwise 
than as the agent of the sending bank. 

8. Member banks which do not join the collection system at the time of 
its organization may do so at any subsequent time. Member banks will be 
permitted, on thirty (30) days’ notice to the Federal Reserve Bank of to 
withdraw from the collection system; the Federal Reserve Bank of may, 
at its discretion, withdraw the privileges of the collection system from any 
member bank which fails to observe these rules and requirements, or for other 
good and sufficient reasons. 

On the first and fifteenth days of each month, all changes, if any, which 
have occurred in the list of members of the collection system since the preceding 
notice, will be published, and immediately thereafter the additions or with- 
drawals listed herein shall become effective. 

9. No exchange charge will be made nor will any exchange charge be paid 
by the Federal Reserve Bank of Boston in operating this collection system, 
which is a reciprocal arrangement for the mutual benefit of all member banks 
which join it. 

The next step in the development of the proposed system will be 
the establishment and publication, as indicated in the foregoing regula- 
tions, of what is there described as a “par list.” This par list must, 
in order to make the system successful, include a fair proportion of the 
banks, particularly those of larger capital, in each of the federal reserve 
districts. The question has been asked, ‘What will induce member 
banks to enrol themselves on the par list, as by so doing they will prob- 
ably subject themselves to a loss of exchange charges?” The motive 
force which is likely to operate to overcome any doubt on the part of 
some at least of the member banks is the fact that if one bank included 
in a group of competitive institutions should become a member of the 
system, the result would be to popularize the bank thus entering its 
name on the par list with the community generally, inasmuch as checks 
drawn on that bank would be collectible without exchange. This 
result might be expected, after sufficient time had been allowed for the 
operation of the system, to force other banks to enrol themselves upon 
the par list, and the same considerations would, to some extent, influence 
the action of state banks by inducing them to become members of the 
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federal reserve system itself, in order to gain the advantages of clear- 
ance, if they should find themselves able to do so without undue expense. 
In this case, as in all other cases where competition is relied upon to 
obtain a given result, the principal difficulties are likely to be experienced 
at starting, inasmuch as, at that time, the inertia growing out of older 
conditions which have to be altered is much greater than at any other 
period. It remains to be seen to what extent, and how soon, those who 
are members of the federal reserve system will accept the clearing plan 
by authorizing the enrolment of their names on the par list, and how 
far such action on the part of a substantial number of member banks 
will influence outside banks to join the system. Probably some months 
will necessarily elapse before a very definite opinion with reference to 
the working of the plan in these particulars can be expressed. 


THE TRUST COMPANIES AND THE FEDERAL RESERVE ACT 


In the process of carrying into effect the provisions of the Federal Re- 
serve act, the Federal Reserve Board has encountered an unexpected diffi- 
culty. The Federal Reserve act in subsection (&) of section 11, provided 
that the Board might, when such action was not in contravention of 
state or local law, grant to national banks the power to exercise the 
functions of trustee, executor, administrator, and registrar of stocks and 
bonds. Regulations stating the conditions under which these powers 
might be applied for were not issued by the Federal Reserve Board until 
February 15, 1915, but, as soon as they had been placed in circulation, a 
considerable number of applications were at once filed. Trust companies 
in a number of states, and state banks in several others, believing that 
the competition to which they would be subjected by national banks, 
should the latter be vested with the right to exercise the desired powers, 
would be injurious, immediately undertook to secure action by state 
authorities designed to prevent the extension of the functions referred to. 
In several states legislation has already been enacted at the instance of 
state banks or trust companies, or both, prohibiting the exercise of such 
functions, and in several more there has been a refusal on the part of 
the state legislatures to enact any measure removing the existing dis- 
abilities from national banks and permitting them to exercise the func- 
tions referred to, should they be empowered so to do by the Federal 
Reserve Board. In other states, the contest is still in progress and bids 
fair to continue active for a good while to come. On the other hand, a 
number of states, particularly in the West and Middle West, have already 
enacted enabling legislation under which national banks may exercise 
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the functions authorized by the Federal Reserve act, subject to the 
supervision and control of the Federal Reserve Board. 

The trust companies, recognizing that their opposition to the provi- 
sions of the Federal Reserve act in this respect has been in part ineffec- 
tual, have obtained adverse legal opinions’ and arranged to file suit 
desired to test the constitutionality of the provision in the act to which 
objection is thus taken. Such a suit will be designed to test the question 
whether Congress has power to grant authority of the kind specified 
to federal reserve banks or to any other corporation whatever, and, 
should the decision be adverse to the power of Congress, national banks 
would be unable to exercise the functions in question even in those 
states in which local law was favorable, and in which, therefore, it was 
manifest that the people were desirous that national banks should be 
empowered and authorized to do such work. 

The point at issue is one which involves more than the mere business 
interests of the trust companies of the country, it being essential to the 
question whether or not the effort of the framers of the act to obtain a 
unification of the banking system shall or shall not be successful. The 
act, as is well known, provided for the admission of state banks as mem- 
bers of the federal reserve system upon a practical equality of privilege 
with national banks. In order to offset the favorable position thus 
given to state banks, and thereby to remove any incentive that might 
otherwise exist for national banks to surrender their charters and re- 
charter under state law (becoming members of the federal reserve system 
at will, if so disposed), the Federal Reserve act granted them the trust- 
company powers which are now under discussion. It was felt that by 
so doing national banks would be enabled to exercise some of the profit- 
able functions heretofore exercised only by trust companies, and that 
under these conditions they could afford to bear the competition to which 
they would be subjected through the entry of trust companies into the 
federal reserve system, vested, as most of them are, with full commercial 
banking powers in addition to their other rights. To hold that the 
Federal Reserve act is unconstitutional in respect to the provisions 
cited, would produce a state of affairs in which, while national banks 
were subjected to the rigid regulations already applicable to them and 
were prohibited from engaging in trust business, the trust companies 
(already authorized to exercise so wide a range of functions) would be 


t The most noteworthy of these—that of John G. Johnson of Philadelphia—is 
published in full in the Commercial and Financial Chronicle, New York City, April 


17, 1915, P- 1313. 
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able to present themselves to the public as qualified to compete on equal 
terms with the national banks already in the system. This makes it 
evident that the real question at issue in the trust company discussion is 
the extent to which the Federal Reserve Board shall be permitted to 
proceed with its effort to harmonize and unify the banking system of the 
country by bringing about a general federation of all commercial banks 
under its jurisdiction. The Federal Reserve Board has, however, taken 
no part in the actual legislative discussion in the various states, content- 
ing itself with merely announcing that it was in sympathy with the 
effort to give effect to the trustee and executor provisions of the Federal 
Reserve act. 
THE MAIL-PAY ISSUE 

The controversy between the government and the railroads of the 
country has developed during the past month in three important ways: 
(x) The express companies have filed with the Interstate Commerce 
Commission a lengthy brief in which they set forth the inadequacy of the 
compensation they are receiving under the express-rate system pre- 
scribed by the Commission about two years ago, and appeal for a higher 
scale of return; (2) The government and the railroads have filed briefs 
in the pending suit for the payment of arrears of mail pay alleged to 
be due the roads because of the additional weights of mail, imposed on 
them by the present weighing system and not contemplated at the 
time the system of payment on the basis of weight was established; (3) the 
Postmaster-General has issued an authorized statement alleging that 
the roads have been resorting to extreme measures in their effort to secure 
a higher rate of remuneration from Congress, and to defeat the plan of 
mail pay recommended by the Post-Office Department, while he again 
announces his unaltered adherence to the plan set forth in the adminis- 
tration bill introduced at the last Congress providing for the establish- 
ment of a new system of mail pay. It is now certain that the 
controversy between the government and the roads will be continued 
during the new session until a definite decision is arrived at, one way 
or the other, by the legislative branch of the government. 

It has become evident that the whole question of remuneration to 
the railroads must be reconsidered and readjusted before a final settle- 
ment can be reached. As will be remembered, the original parcel-post 
rates were established at about the same time that the express-rate 
system was created by the Interstate Commerce Commission and were, 
under the terms of the act, submitted to the Commission for its approval. 
The Commission might at that time have revised its express rates. 
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This indeed would have been the logical step because of the fact that the 
new postal rates would inevitably apply in competition between the 
companies and the government, particularly for the transportation of 
short-distance small-parcel business. The Commission, however, had 
then only recently completed its schedule of rates for express packages 
and was meeting with difficulty in putting them into effect. It was not 
inclined to revise the express rates; nor was there sufficient decision 
among the members to bring about the readjustment of the postal rates 
proposed by the Post-Office Department. In consequence, the two 
systems of rates went into effect side by side. It speedily appeared 
that the express companies could not endure the competition of the 
parcel post in many branches of business, but must unavoidably lose 
trade to the government. This loss meant a reduction in their pay- 
ments to the railroads; and to such an extent has the general cut in 
business been operative that one express company has already retired 
from the field. While the roads have thus been losing express revenue, 
they have been obliged to carry the freight transferred to the postal 
service, without corresponding pay, finding it necessary, of course, to 
provide the additional facilities necessary to handle the traffic, at 
their own expense. 

The only thorough method of dealing with the situation, will be that 
of bringing about a readjustment of relationships between the govern- 
ment, the express companies, and the railroads. This involves revising 
the payments to the express companies, changing the parcel-post rates, 
and determining a suitable basis of mail pay corresponding to the cost 
of carrying postal matter of all classes. The latter is exceptionally 
necessary in view of the fact that a transfer of business to the Post- 
Office at a loss to the express companies throws upon the railroads a 
double burden, while at the same time the government is unable to effect 
a proper adjustment in charges because it does not know the expense 
it is itself incurring in carrying the mail. Should the Interstate Com- 
merce Commission hand down a decision in the express companies’ appeal 
for higher rates, within the next few months, as it probably will, the 
situation will be clearer, and the matter can be presented with greater 
assurance to Congress at the opening of the new session for general 
conclusion and determination. Should Congress fal to settle the 
whole issue upon a thorough and satisfactory basis at the coming session, 
it will be only a question of time when the situation under present 
influences will become so seriously aggravated as to make a general 
legislative debate dealing with the whole issue practically unavoidable. 
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Economic Cycles: Their Law and Cause. By Henry LUDWELL 
Moore. New York: Macmillan, 1914. 8vo, pp. viiit149. 
$2.00 net. 

This new volume by Professor Moore is a brilliant companion for his 
Laws of Wages. It gives another opportunity for the display of his 
ability in applying abstruse mathematical analysis to economic phe- 
nomena. An attempt will be made to outline the reasoning and con- 
clusions of the book and then to raise some questions concerning certain 
steps in the procedure. 

The book aims to find the cause of the alternation of peric:s of 
activity and depression in business, and the law governing the alterna- 
tion. Holding that agriculture is the foundation of manufactures and 
commerce, the first step is to discover whether there are cycles in weather 
and if there are, how they are related to the yield and price of crops. 
When studied by Schuster’s method of employing Fourier’s series, the 
mean annual rainfall for Cincinnati, Marietta, and Portsmouth, Ohio, 
for the years 1839-1910 shows probable cycles of 8 years’ and 33 years’ 
length. The curve of the annual rainfall of 7 to 30 stations in Llinois 
from 1870 to 1910 based on the assumption of the 8- and 33-year cycles 
fits the observed data better than the Ohio curve fits the Ohio data, 
and therefore the 8- and 33-year cycles are held to be established for 
Illinois and so for the chief grain-growing regions of the United States. 
The next point considered is the relation between the rainfall in Illinois 
and the yield per acre of corn, oats, hay, and potatoes. Wheat is 
omitted because of the impossibility of separating winter and spring 
wheat. These four crops comprise over nine-tenths of the acreage and 
value of the crops of Illinois. After eliminating the trend, if any, degrees 
of correlation varying from +. 290 to + .666 are found to exist between 
the rainfall of Illinois for a period called the critical season of growth 
and the per acre yield of the crops in Illinois from 1870 to 1910. Assum- 
ing: (a) that the rainfall for any considerable part of the year gives, 
over a series of years, the same general type of curve as the annual 
rainfall; and (6) that high correlation between the yield per acre of the 
crop and the rainfall during its critical season indicates that the same 
general type of equation will fit both curves, curves are computed for 
the rainfall during the critical periods of the several crops and the yield 
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per acre of the several crops. The curves are made on the basis of the 
compound 33- and 8-year cycles and they are held to fit the data reason- 
ably well. To test the relation of the rainfall to the four crops resort 
is made to index numbers. The index number for the fluctuations of 
crops is the arithmetic average of the results obtained by dividing the 
deviation of each crop (trend eliminated) from the mean yield for the 
period by the standard deviation. The mean effective rainfall for all 
the crops is found by taking the arithmetic mean of the sum of the 
effective monthly rainfall of the several crops, which is found by dividing 
the rainfall of the critical period of each crop by the number of months 
in the period. The correlation between the indices of the fluctuations 
of the crops and the rainfall in the critical periods is +.584. Curves 
of compound cycles of 33 and 8 years fit the data reasonably closely. So 
Moore concludes that the “cyclical movement in the weather conditions 
represented by rainfall is the fundamental, persistent cause of the cycles 
of the crops.” 

Demand-curves for the four crops in the United States are derived 
by comparing the relative change (to eliminate the effects of increasing 
population) in the amount of the crops and the relative change (to 
eliminate in part the effects of a fluctuating general price level) in the 
price per unit. This part of the analysis is extremely interesting both 
for the resulting demand-curves and for the discussion of the various 
methods for studying demand. The next problem is the degree of 
correlation between the yield per acre of the crops and their price for 
all the United States. The correlation coefficients for the four crops 
vary from — .656 to — .873 for the period 1866-1910. Moore concludes 
that the prices of the crops are as closely related to the yield per acre 
as to the total supply of the crops. To connect the figures for the United 
States with those of Illinois, the correlation between the annual differ- 
ences in yield per acre in the United States and the corresponding 
differences in Illinois was computed for the period 1866-1912. It varies 
for the four crops from +.745 to +.855. So Moore concludes that the 
cyclical movement of yield per acre in Illinois may be taken as typical 
of the yield for the United States. The relation between the volume 
of crops for the whole United States and the activity of industry is next 
examined. An index number of the yield per acre of nine crops (weighted 
according to the value in 1911) is computed for the period 1870-1911, 
using the average of 1890-99 as the base. This index number is com- 
pared with the annual production of pig iron which is taken as a barome- 
ter of trade. The correlation coefficient of the yearly deviations of the 
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two series is +.254. The correlation coefficient of the cyclical move- 
ment of the yield per acre of the crops and the pig-iron production for 
the following year is +.719. The demand-curve for pig iron over the 
period 1876-1912 shows that the price rises with an increase of the 
product and falls with a decrease. The following explanation is pro- 
posed: increased yield of crops brings increased demand for producer’s 
goods, an increase in employment, a rise in the demand-curve for crops, 
and finally a general rise in prices. The reverse follows a decrease in 
the yield of crops. To test this explanation the indices of wholesale 
prices (Falkner and the Bureau of Labor) and the indices of crop yield 
for the period 1870-1911 are compared, being smoothed by taking the 
three-year average. The deviations when correlated give the value of 
the coefficient +.303. The correlation coefficient of the cycles (with 
the trend eliminated) with a lag of prices of four years is +.800. It is 
therefore concluded that the cycles in the yield per acre of the crops 
are the fundamental persistent cause of the cycles in the activity in 
industry and of the cycles of general prices. And the cycles in the crop 
yield, it will be remembered, depend upon the cycles in rainfall in the 
critical period. 

In general Professor Moore’s work is admirable in its frankness in 
telling just what was done and why it was done, and his reasons are in 
the main convincing. One wonders just how much causal influence is 
left when we pass through so many steps, each lacking something of 
perfect correspondence, from the rainfall to the general prices. A 
casual examination of the general price-curve does not suggest 33- and 
8-year cycles and Moore does not test the data for cycles nor give any 
figures for closeness of fit. The study is in sharp contrast with Mitchell’s 
Business Cycles, since it considers only one cause of cycles and for this 
reason suffers somewhat in the sense of reality as compared with 
Mitchell’s account. From all that is said, increased production of gold 
might affect the trend of prices but not the cyclical movement, which 
reasoning is hardly in accord with most of the recent monetary theory. 
After Professor Moore’s complaint that his predecessors have neglected 
probability theory it is rather disconcerting to find that the probable 
error of the various coefficients has not been computed. On p. 100 it 
is recognized that prices fell from 1866 to 1890 and rose from 1890 to 
1911, yet on p. 119 a falling trend is taken for the whole period 1870- 
1911. The use of the farm price on December 1, computed by the 
Department of Agriculture, as the price of crops for the year seems a 
little inadvisable. Would it not be better to take an average of the 
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prices for the year in the principal market for the crop? One typo- 
graphical error is noted: on p. 28 a correlation coefficient is given as 


6.00; it, obviously, should be .600. 
James D. MAGEE 


UNIVERSITY OF CINCINNATI 


Banking Practice and Foreign Exchange. By E. L. STEWART 
PATTERSON and FRANKLIN EscHER. New York: Alexander 
Hamilton Institute, 1914. 8vo, pp. xx+637. $2.50. 


This book is Vol. VIII in the “ Modern Business Series” edited under 
the supervision of Joseph French Johnson. It is the Canadian edition 
of Vol. VI, Banking Practice and Foreign Exchange written by Jefferson 
and Escher. The volume as a whole is about a third larger than the 
American edition. Mr. Patterson is the author of Part I, “Banking 
Principles,” and Part II, ‘‘Banking Practice,” both with reference to 
Canadian experience, and he has also collaborated with Mr. Escher in 
Part III on “Foreign Exchange.’ A word may be said first with 
reference to changes that have been made in this edition of Escher’s 
treatise. 

Four chapters have been added to “ Foreign Exchange” and the first 
chapter has been rewritten and greatly extended. In all, it now covers 
148 pages as against 70 pages in the American edition. Incidentally 
it may be stated that the present study is much more comprehensive 
and less elementary than Mr. Escher’s little independent volume on 
Elements of Foreign Exchange. Chap. iin the new volume, on “ Mechan- 
ism of the Exchange Market,” contains a good statement of inland 
exchange operations and an account of exchange between New York 
and Canada. The mint par and gold points are more fully explained 
than in the previous volume; and there are comprehensive tables of 
rates and technical terms in eight or ten languages. In connection 
with finance bills Mr. Escher makes a statement of interest, one not 
made in his Elements of Foreign Exchange. He says (p. 442): “Concern- 
ing the exact meaning of ‘finance-bill’ it is surprising what a difference 
of opinion exists even among well-informed writers on exchange, but 
concerning the present meaning of the term as it is used in the exchange 
market in New York there is no chance for any difference of opinion. 
Among practical exchange men a finance-bill means just one thing—an 
unsecured long bill of exchange drawn by a banker in one country on a 
banker in another and sold for the purpose of raising money.” 
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Chaps. ii-v inclusive are identical with those in the previous edition. 
The four new chapters consider: “Foreign Exchange Operations in 
Connection with Export Trade”; “Sterling Exchange’’; “Continental 
Exchange”; and “Foreign Remittances.” The first of these makes 
an excellent complement to chap. iii on “Foreign Exchange and 
Imports.” The author discusses in his usual non-technical and 
easy style the system of Dollar Credits; Drafts on the Foreign 
Importer, and Export Letters of Credit. The chapters on “Sterling 
Exchange” and “Continental Exchange”’ explain the monetary systems 
and exchange quotations of Europe and present the formulae for the 
various inter-conversions. An appendix gives the rules for converting 
American into Canadian exchange. The last chapter on “Foreign 
Remittances” details the various methods that are employed by travelers 
and others in non-commercial exchange. A number of forms are pre- 
sented in illustration. Mr. Escher’s extension of his treatise to cover 
this wider field constitutes a very welcome addition to the textual litera- 
ture of foreign exchange. 

Mr. Patterson was formerly general manager of the Eastern Township 
Bank, and is at present acting inspector of the Canadian Bank of Com- 
merce. He therefore brings to his work a knowledge of banking that 
has been tested by a ripe experience in responsible positions. In addi- 
tion, he has apparently had a thorough training in the history and theory 
of banking, for he evidences at all times a much broader grasp of general 
principles than is usually found in the writings of men of affairs. To 
these qualifications must be added a talent for organizing material and 
an unusually clear and attractive style. The result is a book that will 
surely be accorded a high place in the literature of banking. 

Part I, on Banking Principles, begins with an extended analysis 
(5 chapters) of the Canadian Bank act of 1913. This treatment is 
made, in the main, not from the point of view of the changes that were 
introduced by this act, but as an avenue for the explanation of the 
Canadian system as it is today. A few of the important changes made 
by the recent act are stressed, however, such as the adoption of the 
central gold reserves. This is a device to give greater elasticity to the 
issue of notes in time of emergency. It may be recalled that the ordinary 
issue of a Canadian bank is limited to the paid-up capital. Beyond this, 
emergency issues have been permitted to the extent of 15 per cent of 
the paid-up capital and reserves, subject to a tax of 5 per cent. The 
new act permits any bank to issue emergency notes to any amount so 
long as they are backed dollar for dollar by gold deposited with a central 
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board of four trustees (three chosen by the banks, and one by the 
Minister of Finance). The author believes this emergency privilege 
will be widely used, and that “it is likely to prove another excellent 
feature of the Canadian banking system. ... . A note issue which has 
absolute security, rapid convertibility, and unlimited elasticity must 
surely come as near perfection as it is possible to reach” (pp. 62-63). 

The Canadian “one-bank”’ policy is of particular interest to Ameri- 
can students of banking. The Canadian rule is that no one can be a 
borrower from more than one bank; and “it is only in the case of very 
large accounts that this rule is broken, and then only by mutual agree- 
ment between the banks interested” (p. 72). This is distinctly different 
from the practice in the United States, where, instead, it is almost the 
rule that a business concern ought to have several lines of credit—two 
or more local banks, or at least open market connections in addition to 
a regular bank. The author believes the Canadian system decidedly 
superior to ours in this respect: first, from the point of view of the 
customer’s convenience and certainty of securing accommodation as 
needed; and, second, because the practice results in two-name instead 
of single-name paper. While space will not here permit an adequate 
discussion of these points, it is the belief of the reviewer that with refer- 
ence to both contentions there is much to be said in defense of the Ameri- 
can practice. 

Mr. Patterson’s description of the Canadian system is followed by 
an excellent critical analysis of the items in a typical bank statement. 
The principles and practice of Canadian banks are given a very clear 
elucidation by means of the statement. 

In Part II, Banking Practice, the author devotes 300 pages to a 
discussion of the practical work of officials of all grades; to books, 
records, and labor-saving methods; to loaning; to bank cost-accounting 
and internal auditing. Mr. Patterson’s analysis of the principles that 
should govern the making of bank loans is especially good. There is 
here none of the hit-or-miss presentation of a few typical bank forms 
accompanied by some aimless statements to the effect that the basis of 
credit is confidence and that in making loans a bank must carefully 
scrutinize the character of the paper presented or the collateral offered, 
so characteristic of treatises on banking practice. The author here 
carries us through a practical everyday analysis of the various items 
that make up a property statement, and details for us the nature of the 
investigation that is made with reference to the character and personal 
responsibility of the borrower. It is in this connection, of course, that 
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the author’s practical banking experience gives him the chief advantage 
over the usual academic writer. 

Loans are classified by the author not only with reference to time and 
the type of security offered, but also with reference to the occupation of 
the borrower; and in every case there is a critical analysis of the safety 
and desirability of such loans from the standpoint of the bank, and a 
statement of the general rules that may be laid down for the making of 
loans to each class of borrowers. Chap. viii on “Advances on Ware- 
house Receipts and Assignments” covers 30 pages and is far and away 
the best treatment of such loans available. While developed with 
particular reference to the provisions of the Canadian Bank act, the 
analysis of the problems in connection with such loans is of interest to 
all students. 

Indeed, it may be said with regard to a considerable portion of the 
part on Banking Practice that the text will meet the needs of Americans 
almost as well as of Canadians, for the principles involved do not usually 
differ appreciably on opposite sides of the border. As a whole, the 
reviewer would place Part II of this volume easily first among the works 
on banking practice. Its only serious rival is Martin’s “‘ Modern Bank- 
ing and Trust Companies’; and this is not as yet available in book 
form.' 

In the appendix to the volume is an extensive classified list of ques- 
tions (with yes or mo answers) on Rules and Regulations for Bank Routine 
in Canada; a synopsis of the stamp duties on foreign drafts now in 
force in various countries; and a bibliography on Money, Banking, 
and Exchange, apparently satisfactory for Canada and fairly serviceable 
for the United States. Finally there are 375 quiz questions covering the 
entire volume. These are, unfortunately, almost exclusively of the 
type found in our old grammar-school geographies. The book is hand- 


somely bound and is excellent in workmanship. 
H. G. Movtton 
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Retail Selling and Store Management. By Paut H. Neystrom. 
New York: D. Appleton & Co., 1914. 12mo, pp. 22+ 280. 
$1.50 net. 

This volume was prepared for use in the Extension Division of the 

University of Wisconsin and it is published by the Appletons under the 

general caption: ‘Commercial Education Series.” These two state- 


*It has been appearing serially in the Banking Law Journal. 
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ments give us something of a clue as to the purpose of the book. But 
even with this clue it is not easy to form what one is sure is a fair estimate 
of its value. 

The structure and contents do not make the task less baffling. The 
book is divided into two parts. The first nine chapters deal with retail 
selling and the last eleven chapters cover store management. It is a 
serious question whether, in order to estimate properly the value of this 
contribution to the literature of commercial education, one ought to be 
a commercial educator in order to judge of the work as a whole, or a 
retail clerk in order to pass adequate judgment on the first part, or a 
store manager in order to estimate satisfactorily the value of the second. 
Moreover, since the book was prepared for use in extension work, it 
is doubtful whether anyone who has not had large experience in that 
work can judge adequately of its value as a textbook for that particular 
purpose. 

In general, it may be said of the work that its first part contains a 
suggestive presentation of some of the uncodified principles underlying 
retail selling; and that its second part contains a clear statement of some 
of the problems of store management. It is not a constructive piece of 
work; it is doubtful whether it is designed to be. It is, however, a good, 
simple restatement of the work of others, in language simple enough 
to be grasped by retail clerks and store managers of the most limited 
experience. 

In writing books of this kind it is not easy to steer a satisfactory 
middle course between statements simple enough to be comprehended 
and those too simple to be accurate. Professor Neystrom apparently 
encounters this difficulty in many places. For instance, on p. 2 he has a 
chart representing “Cotton Production” which, although it is suggestive, 
is, after all, too simple to be accurate, while it includes a number of steps 
which might very well be subordinated. On the whole, however, his 
opening chapter called an “Introduction to Retail Selling” looks as 
if it might be very useful in extension work. 

In his treatment of the “Salesman” which begins with chap. ii Pro- 
fessor Neystrom gives a number of practical suggestions to salesmen as 
to methods of conduct and as to the principles involved in making a sale. 
It must be confessed that the moral and sanitary homilies which are 
included do not make a very good impression either upon the teacher of 
commercial subjects or upon the outside investigator in this field. But 
they may, at. least theoretically, be good for the salesmen and conse- 
quently useful in connection with extension classes. The question 
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naturally arises, however, whether this particular phase of salesman 
instruction had not better be left to “house organs” and various other 
publications which conduct what are commonly known as “ginger 
talks.” Of course it is quite possible that this form of instruction may 
produce a somewhat more vivid impression when it is given academic 
sanction. 

After his discussion of the salesman Professor Neystrom occupies 
the remainder of the first part of the book with a summary of the “psy- 
chology of salesmanship,” as it has been worked out by a number of 
writers in this field. The conclusions and precepts which are deduced 
are not new, but they are simply and adequately restated and appear 
to offer very useful material for extension work. 

In what might be called Part II, beginning with chap. x Professor 
Neystrom goes into a detailed discussion of some of the more common 
problems of store management. One wonders, however, whether the 
plan of this part of the work is not somewhat too omnivorous. Some 
of the problems are clearly stated, while others, which are intrinsically 
as important, are given only a very scant discussion. Still others 
which might well be merely listed and grouped with some suggestions 
as to group solution are treated as if they were as important as some of 
the vital problems of store management. For instance on p. 113, there 
is a paragraph which discusses the desirability of not having rats, mice, 
or other vermin on the premises. Even for use in extension work it 
would hardiy seem necessary to give so obvious a point as this more than 
a place in a list of subjects which might be given some common remedial 
treatment. 

In any case, such detailed matters as those would hardly seem to have 
a very large place in the thought process of the same man who could 
grasp and make use of the store organization chart on p. 153, which covers, 
as nearly as one can judge, an organization plan for a comparatively 
elaborate store. This illustrates one of the apparent defects in the book: 
that is, the fact that its author seems to have failed to visualize its 
mission with very great sharpness. As a result of this, the question 
arises in examining the book whether it is not too thin and trivial in some 
places to interest the retailer with large interests, and not too detailed 
and complicated in other places to be of maximum value to the small 
retailer. This may be an imaginary objection, but it suggests the diffi- 
culty of trying to cover in one college textbook so many diverse problems 
in a field offering such great variety of conditions. 

In any case, the book will serve a useful purpose. It seems probable 
that it will be valuable, on the one hand, to those who are trying to 
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discover some of the principles underlying present-day merchandise 
distribution, and, on the other hand, to those to whom these principles 
will be useful when discovered. 


Paut T. CHERINGTON 


GRADUATE SCHOOL OF BusINESS ADMINISTRATION 
HARVARD UNIVERSITY 


The Finances of the City of New York. By Y1n-Cu’u Ma. (Col- 
umbia University Studies, LXI, No. 2.) New York: Longmans, 
Green & Co., 1914. 8vo, pp. 308. $2.50. 


The subject of this study, which is not clearly indicated by its title, 
is the life-history of the budget of New York City as administered under 
the new financial methods introduced during the last ten years. The 
purpose of the author, as indicated in his introduction, is to show how 
the new methods have, to a large extent, eliminated graft and inefficiency 
in the city’s finances. 

Part I of the study describes “Scientific Budget Making.” The 
first step in the reform of the city budget was to secure accurate and 
honest estimates of expenditures from the departmental chiefs and their 
subordinates. To do this it was necessary to discard the old “lump- 
sum” method of making estimates and appropriations, since such 
appropriations led to misapplication and waste of the public moneys. 
They also made it impossible to discover the relation between money 
expended and return to the public (pp. 27-28). To get rid of these 
evils a “double segregation” of budget items (by function and by object) 
and an elaborate classification of accounts were introduced. But the 
new method of budget-making does more than prevent irregularities in 
the expenditure of funds. It enables the controller to present an intel- 
ligible summary of the fiscal operations of the city. The result has been 
a much wider interest in these operations. 

The net result of the new methods, in dollars and cents, is shown by 
the fact that since the beginning of scientific budget-making the annual 
increase in the expenditures has been relatively smaller than in previous 
years. And “fifty divisions of the city government have been allowed 
less money in 1914 than in 1913; yet this reduction was regarded as the 
best way to get more and better service”’ (p. 94). 

A brief consideration of the various taxes from which the city derives 
a major part of its revenues makes up the second division of the mono- 
graph. Non-tax revenues are not discussed except with respect to the 
method of accounting for receipts. 
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In Part III the character and management of the city debt is dis- 
cussed. During about ten years, while the principal of the debt has 
grown rapidly, the rate of interest which the city has been compelled to 
pay for loans has also risen. In 1903 the 3} per cent bonds were sold 
at a large enough premium to reduce the net income to 3.32-3.45 
per cent, but in 1913 the 4} per cent bonds sold practically at par (pp. 
187-88). Other facts also show the demand for New York City’s bonds 
to be declining. The question arises whether this is due to impairment 
of confidence of the investing public in the city’s bonds. The author 
answers the question in the negative. The causes are in part general 
and affect all securities of this class; in part they are of special nature— 
such as the extension of the tax-exemption privilege to the bonds of all 
municipalities throughout the state (pp. 190-92). 

Part IV is devoted to an explanation of the methods used in controll- 
ing revenues and expenditures. Much technical detail is given. 

The entire study is, in fact, replete with details and illustrations, 
but the author makes a fairly good exposition of a dry and technical 
subject. Some slips in the use of economic terminology do, however, 
occur in the text. For example, we are told that certain of New York’s 
industrial undertakings “not only are self-supporting, but also yield 
sufficient income to pay current expenses of maintenance and operation, 


....” (p. 170), and that New York City’s “bonds are so popular that 
buyers are even willing to sacrifice some of their income to secure them”’ 


(p. 178). 


FREDERIC B. GARVER 
LELAND STANFORD JUNIOR UNIVERSITY 





Latin America. Clark University Addresses, November, 1913. Edited 
by Georce H. BLAKESLEE. New York: G. E. Stechert & Co., 
1914. 8vo, pp. xii+388. $2.50 net. 

This is a collection of the papers which were read at a conference which 
met at Clark University in November, 1913, to discuss various phases of rela- 
tionship between the United States and Latin America. Some forty men were 
present at that meeting, and each one has expressed himself upon some aspect 
of Latin American affairs. 

That such a conference should be held and that such a collection of ad- 
dresses should be published under this title is an interesting sign of the times. 
It implies the recognition of the fact that the states of the Western Hemisphere 
have much in common. This fact has been in the background of our national 
consciousness for about a century, but our United States has been so much 
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wrapped up in its own internal development that we have taken little trouble 
to find out just what is the real basis of that common bond. In theory it has 
always been attributed to similarity in form of government, and a common 
hatred of tyrannical government, as exemplified by European systems. Our 
government has maintained a policy of forbidding European aggression in any 
part of the Americas, and has always believed that we were thereby incurring 
the lasting gratitude of South America. It has come as a rude surprise to 
many of us that such was not always the case, that the Monroe Doctrine has 
meant Yankee imperialism to some of the South Americans, and that our good 
offices are often regarded not only as an attempt to establish the political 
leadership of the United States in the Americas, but as an entering wedge for 
territorial expansion. Our statesmen have thought it necessary publicly to 
reassure the South Americans of our good intentions and to strive assiduously 
to cultivate what they are pleased to call “friendly relations” with South 
America. The Mexican episode has also served to turn the attention of the 
people of the United States to the countries south of the Rio Grande. The 
political situation has established a nexus for commercial relations. The 
trade statisticians have emphasized the failure of the United States to gain 
its share of the South American trade. Thus from many sources has sprung a 
desire to learn more about the people and the physical resources of South 
America. This is responsible for the formation of the Pan-American Union, a 
body which has for its express purpose the gaining of the confidence of South 
Americans to the end that our trade may be increased. These are some of the 
many problems which are ably discussed in this book. The curious result of 
these papers is to disclose the heterogeneity of Latin America; and the extreme 
diversity of the problems discussed indicates that, as our knowledge of Latin 
America progresses, we shall find that the supposed similarity of the South 
American states, which alone gives unity to this collection, is non-existent. 


Rural Credits. By Myron T. Herrick. New York: D. Appleton & 
Co., 1914. 8vo, pp. xix+517. $2.00. 

This book, written by Mr. Herrick, recently United States ambassador 
to France, may be considered a source book on foreign rural credits, for the 
material has been drawn mainly from public documents and original sources. 
The work is largely descriptive. Practically every original type of land and 
co-operative credit institution or system or important variant is described 
accurately and comprehensively; nothing material has been omitted which 
could contribute to an analysis and explanation of the underlying principles. 

Two general divisions of rural credits are made, namely, land credits, or 
the long-time loan systems based on land security, and co-operative credit, the 
short-time commercial loan systems based on collective liability of members. 
Part I deals at length with the history and development of the various Land- 
schaften of Europe, and briefly with the institutions elsewhere. Special empha- 
sis is laid on the structure and operation of the Silesian Landschaften, which are 
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owned and operated by the state, and which are typical of the present-day 
long-time loan associations. Attention is given to the other land-credit 
institutions which work in conjunction with these associations, and to indi- 
vidual money-lenders, companies, and banks which take part in agricultural 
financing. In Part II is discussed the principal short-time co-operative credit 
systems of Europe, of which the Schulze-Delitzsch and the Raiffeisen systems 
are the parent forms. These associations differ from the Landschaften essen- 
tially in organization and in character of their loans, which are distinctly 
short and for immediately productive purposes. 

The agricultural credit societies, states the author, are far from being mere 
benevolent institutions for helping poor and feeble folk, or from being training 
schools for persons not possessing industrious, economical, and orderly habits. 
Those aided are the artisans and farmers who possess character and initiative 
and are capable of self-help. 

Agricultural credit, the author maintains, can be made successful in the 
United States. The present trouble is the attempt to apply European prin- 
ciples to American conditions without adequate study of the credit institutions 
and systems devised for farmers and landowners in European and other 
countries where they have been developed. 

Those readers having insufficient time for a complete perusal of the book 
will find a summary of both long- and short-time loan association principles, 
and also suggestions for their organization, in chaps. xix and xxxii. The work 
is valuable from three points of view: (1) the simplicity and directness of 
style, (2) the comprehensive collection of data relative to credit systems from 
all parts of the world, and (3) the complete index. An element of weakness 
is that of occasional and needless repetition in summaries. 


Violence and the Labor Movement. By RoBert HuNTER. New York: 
Macmillan, 1914. 8vo, pp. xiv+388. $1.50. 

The central issue of this book is aptly indicated by its title. The author’s 
theme is the conflict between violence on the one hand and the socialistic 
labor movement on the other. It is the struggle between two antagonistic 
theories, which stand as wide as the poles apart in method, but which are 
drawn into conflict because each claims the whole field of social reform for its 
own. One is based upon the belief that a new social era may be inaugurated 
by a series of sudden and daring reprisals against the existing order, the other 
is founded upon the philosophy of economic evolution. One relies for the 
accomplishment of its purpose upon terrorism and violence, the other upon an 
orderly and peaceful progress toa certain goal. One is the method of Bakounin, 
the other is the method of Marx. The one is anarchism, the other socialism. 
Mr. Hunter first traces the rise of terrorism, and then he considers the growth 
of modern socialism. He shows how these opposite currents of thought ran 
parallel for a time, then intermingled, and finally separated. His history of 

















BOOK REVIEWS AND NOTICES 527 


terrorism is a history of a series of tragedies, of a hopeless struggle against over- 
whelming odds. The very method of violence was the means of its own destruc- 
tion. The acts of the terrorist proceeded from a philosophy of despair. 
Modern socialism arose partly as a reaction against just such methods as these. 
Mr. Hunter’s history of socialism is the history of a movement that is based 
upon an unlimited faith in democracy; it is the history of a party which is 
gaining confidence in the wisdom of its course, and which already sees visions 
of ultimate victory. As socialism has thus gained ground, the tenets of the 
older terrorism have fallen into disrepute. The philosophy of violence, 
however, has not yet run its course. It has reappeared in the guise of indus- 
trial unionism and syndicalism, and it is now one of the chief influences which 
retard the advance of the labor movement. The enemies of the labor move- 
ment, the oldest anarchists, have found in it a means of discrediting the labor 
party. They have hired private detectives to instigate acts of violence, and 
they have sought to attribute the blame for such acts of lawlessness to the 
theories of the labor movement. 

This book affords a new insight into several historic conflicts between 
laborers and their employers. Mr. Hunter presents the workingman’s view- 
point from the angle of a Marxian socialist, yet his treatment of Bakounin and 
the terrorists is marked by its frank and sympathetic tone. The earnestness 
and sincerity of his manner carry enthusiasm for his cause. 


Earth Hunger and Other Essays. By Witit1AmM G. SUMNER. New 
Haven: Yale University Press, 1913. 8vo, pp. xiit+377. $2.25 
net. 

These essays well reveal the political and social philosophy of Professor 
Sumner. In a clear and forceful voice he calls for the elimination of a priori 
dogma from social investigation. Liberty is not a natural right, but the result 
of history and law. There is no boon of nature: all the blessings we enjoy 
are the products of toil, self-denial, and study. 

He is an economic optimist. In capital he sees the mainspring of progress, 
and in the bank depositor the hero of civilization. But he is also a political 
pessimist. Democracy is weak; its efforts to control industry will be over- 
powered by the superior organization of plutocracy, and our institutions will 
be turned into an oligarchy. By our laws to equalize the distribution of 
wealth we shall abolish responsibility and put a premium on idleness and 
incontinence. Professor Sumner seems to fear that we may vote away our 
liberty by a plebiscite. 

These cardinal ideas, reiterated in essay after essay, are prone to wear 
upon the patience of his readers. No doubt also there are unjustifiable 
extremes in both pessimism and optimism. Yet the book is wholesome read- 
ing and might prevent one from being carried thoughtlessly away on the 
stream of present tendency. 
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Railway Conductors: A Study in Organized Labor. By Epwin CLypr 
Rossins. (Columbia University Studies, LXI, No. 1.) New 
York: Longmans, Green and Co., 1914. 8vo, pp. 169. $1.50. 

The facts of the development of labor organization among the railway 
conductors have been carefully collected and clearly presented by the writer 
of this monograph. From the “first well-authenticated instance of organiza- 
tion” through the various vicissitudes of early years, up to the last national 
convention, all is faithfully narrated concerning the form which organization 
took, its spread, and the history of strikes and other important activities in 
which it engaged. In short, so far as information regarding the railway con- 
ductors is concerned, the study seems to have been both accurately and ade- 
quately developed. Possibly it was not the author’s intention to carry it 
beyond that point, and certainly the reader will not find more. What 
organization has meant to the conductors and the railroads or how, genetically 
speaking, it came about is scarcely even implied. Why railway brotherhoods ? 
or whither? evidently forms no part of such a study in organized labor. 


The Creation of Wealth. By J. H. Lockwoop. Cincinnati: Standard 
Publishing Co., 1915. 8vo, pp. 216. $1.00. 

The author offers the idea of the “‘ productivity of the human mind”’ as a 
new element in the creation of wealth and a fourth factor in production. The 
facts advanced to show the extent of “‘ideaistic” wealth and the réle of the 
human mind in the production of economic goods are, however, commonplace. 
As an exposition of elementary concepts the work is superficial; the subjects 
of wealth, capital, distribution, trusts, physical valuation, socialism, single 
tax, and conservation are disposed of in a few pages each. The occasional 
fallacies are those common to the amateur in economic thinking. The por- 
trayal, under the heading ‘‘Winsome Wealth,” of the economists’ ideal social 
system borders on absurdity. 


Working Girls in Evening Schools. By Mary VAN KiEEck. New York: 

Survey Associates, Inc., 1914. 12mo, pp. xi+249. $1.50. 

This is an investigation report on the occupation, hours of work, age, 
nationality, and schooling, of working girls enrolled in public evening schools 
in the boroughs of Manhattan, the Bronx, and Brooklyn, during 1910-11. 
The inclusiveness of the report, and the large number of pupils interrogated 
give it value as a guide to future studies, afford an excellent foundation for 
a more intensive study of women in industry, and shed considerable light 
on the problem of industrial training. The Appendix contains practical sug- 
gestions to those interested in the general question of evening schools and 
their pupils. 
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